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THE STATUS OF UNEMPLOYMENT INSURANCE 
IN GREAT BRITAIN 


IHE enactment of the Unemployment Act of 1934 marks 
the end of one epoch in British social history and the be- 


ginning of another. During the twenty-odd years since 
the first unemployment insurance act was passed, the British 
people have had to deal with the problems and suffer from the mis- 
takes of pioneers in unexplored territory. Their procedure has 
been typically British. New principles have been tolerated under 
familiar names, and now that the decision has been made to re- 
turn to old principles, new names have been found to clothe some 
of the old forms. The reports of the Royal Commission on Un- 
employment Insurance and the discussions aroused by the new 
legislation bring out clearly the lessons to be derived from the 
post-war period of conflict and confusion. The record of those 
years is edifying, if sobering, reading for students of the theory 
and practice of social insurance. 


I. THE PROBLEMS OF UNEMPLOYMENT INSURANCE, 1921-33 
EXTENSIONS OF THE INSURANCE SCHEME 

Lloyd George’s proposal for a system of national insurance, in 

which the unemployment section was not much more than a rider 

to the more elaborate and comprehensive section dealing with 

health insurance, followed close upon the reports of the Royal 


* 24 and 25 George V, chap. 29. 
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Commission on the Poor Laws and the Relief of Distress in 1909. 
As neither the majority nor the minority reports recommended 
insurance, it cannot be said that the scheme was the child of the 
Royal Commission, except in so far as the discussions and re- 
searches of the commissioners and their special investigators 
stimulated a public interest in the problems of unemployment 
relief. 


> Looking back, one is impressed by the prevision the framers had 


a 


of the methods essential to the working of an actuarial scheme. 
The original act passed in 1911 followed the modest example set 
by trade-union out-of-work benefit schemes. It applied only to 
four trades, all of which were characterized by intermittent, 
widely distributed unemployment. Benefits were low, 6s. and 7s. 
per week. Contributions were tripartite, 2}d. each from the em- 
ployer and employee, and 13d. from the Exchequer. To qualify 
for benefit a man must have paid twenty-six contributions within 
the preceding five years. The fund was safeguarded against ex- 
cessive claims by the rule which limited the payment of benefit to 
one week’s benefit for every five contributions paid, with a 
maximum benefit period of fifteen weeks in a year. 

Scarcely had the scheme been put into effect when the war 
broke out. Under the unusual pressure of war-time conditions it 
was extended, first to include munition workers (1} million per- 
sons), and later, after the peace, to embrace practically the whole 
number of wage workers with the exception of agricultural 
laborers and domestic servants. 

The unemployment insurance fund, however, was not saddled 
with the whole burden of unemployment relief incident to de- 
mobilization. A special scheme of out-of-work donation was in- 
stituted for this purpose, and as it covered civilian war workers 
and service men alike, and as the benefits it afforded were more 
generous than those available under the insurance scheme, out-of- 
work donation very largely took the place of insurance benefit in 
the months immediately succeeding the armistice. 

The out-of-work donation scheme was, in any case, a temporary 
measure, but its end was hastened by the fact that the high rate 
of benefit, 29s. for a man and 25s. for a woman, could not long be 
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maintained.” Its termination in 1921° transferred the responsi- 
bility for unemployment relief to the unemployment insurance 
scheme, with the Poor Law in the background as a last resort. 
The unemployment insurance scheme entered the post-war 
period with a roster of 12,000,000 persons, 8,000,000 of whom had 
entered insurance under the Act of 1920. In 1921 the fund showed 
a favorable balance of 27} million pounds. The events of the next 
ten years are familiar history. In 1921 the depression set in. A 
million men found themselves without work. Many of them were 
new entrants into insurance, and had not qualified for the receipt 
of benefit; many of those who had qualified were still out of work 
at the end of the maximum benefit period. In unprecedented 
numbers they resorted to the Poor Law, causing a strain upon 
the archaic system of local finance which came to a dramatic 
climax in the episode of the Guardians of Poplar Union. By a 
succession of acts, for which all the political parties were re- 
sponsible,* unemployment insurance was extended to include 
within its scope a greater and greater proportion of the unem- 
ployed men and women. Special allowances for dependents were 
added. The period of benefit was lengthened and the qualifica- 


tions for its receipt relaxed, until in 19285 practically all claimants 


? Reduced later to 20s. and 15s. respectively. 

3 The last individual payment was made in December, 1922. 

4“Indeed it so happens that the three great changes which have wrecked the 
Unemployment Insurance Scheme of 1911—regarded as a scheme of insurance— 
were made under the Premiership of Mr. Lloyd George, Mr. Baldwin and Mr. 
Ramsay MacDonald respectively.” Testimony of Mrs. Sidney Webb, Royal Com- 
mission on Unemployment Insurance, Minutes of Evidence (1932), p. 1320. 

Sir William Beveridge states it thus: “The first step was taken when, in 1920, 
the system applied in 1911 to a few selected trades was applied, practically without 
change, to all trades, no use being made of the power to exclude from the general 
scheme and deal by special schemes with casual occupations like dock labour, or 
short time industries like cotton and coal. The second and decisive step was taken 
when, by the Act of 1927, benefit was made unlimited in duration, and, for a ‘transi- 
tional period,’ nearly independent of any payment of contributions. The transitiona] 
provisions were extended by an Act of 1929. The Act of 1930 has simply carried to 
its final stage the process of merging insurance in indiscriminate relief of the able- 
bodied, by a further extension of transitional provisions, and by abolishing the 
psychological requirement that the applicant should be genuinely seeking employ- 
ment.” Ibid., p. 722. 

5 Act of 1927, 17 and 18 George V, chap. 30. 
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in the insured trades, who could show eight contributions within 
the past two years or thirty contributions at any time, were 
eligible to benefit. The rules limiting the number of benefits pay- 
able to a claimant were withdrawn, so that for persons who ful- 
filled the conditions regarding contributions, benefit became pay- 
able continuously, and as a right, during the period of unemploy- 
ment, whether for only a few weeks as in most cases, or for year 
upon year, as was not uncommon. in the depressed coal, iron and 
steel, and cotton areas. 

The liberal provisions of the unemployment insurance scheme 
were brought abruptly to an end as a result of the financial 
exigencies which faced the country in the summer and autumn of 
1931. The Economy Act* of September was followed immediately 
by the Orders in Council of October,’ which stipulated that bene- 
fits should be reduced from 17s. to 15s. 3d. for men and from 15s. 
to 13s. 6d. for women, with corresponding decreases for young 
people and juveniles. To qualify for benefit it was necessary to 
show a record of thirty contributions paid in the preceding two 
years. Benefit was to be paid for twenty-six weeks in a year and 
for succeeding weeks in the year only if ten contributions had 
been paid after the close of the benefit period. Insured persons who 
had exhausted their claims to benefit, but were in need of relief, 
became eligible for help under a new system of transitional pay- 
ments, a system which stood half-way between unemployment in- 
surance and the Poor Law. This system partook of the character 
of insurance in so far as its services were available only for work- 
ers insured under the unemployment insurance scheme (i.e., per- 
sons who had paid eight contributions within the past two years, 
or thirty contributions at any time), and in that payments were 
made at the employment exchanges. Payments were not, how- 
ever, granted as a right as under the insurance scheme, but like 
Poor Law allowances were subject to a test of need. The “means 
test,” while less drastic than that imposed upon applicants for 


6 21 and 22 George V, chap. 48. 

7 Statutory Rules and Orders (1931), No. 814, “The Unemployment Insurance 
(National Economy) (No. 1) Order.” Also No. 853, “The Unemployment (National 
Economy) (No. 2) Order.” 
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poor relief,* was administered by the public assistance committee 
of the local authority, the same body which, under the Local Gov- 
ernment Act, had superseded the guardians in the administration 
of outdoor relief. As under the Poor Law, the public assistance 
committees were allowed a large measure of local autonomy in 
determining the amount of relief to be granted in each case, with 
the result that the scale of transitional payments varied widely 
from one district to another. 

The system of transitional payments, especially the adminis- 
tration of the “means test,” gave rise to widespread dissatisfac- 
tion. In several districts the local authority refused to administer, 
or administered in such a way as to make it necessary for the 
Minister of Health to intervene and appoint a special committee 
to take over the conduct of affairs. 

It was to this problem of the unemployed who fell outside a 
limited insurance scheme that the Royal Commission of 1930-32 
was directed to address its attention. But, before proceeding to a 
consideration of the changes brought about in consequence of the 
Report, it is necessary to indicate the position of the Poor Law in 
British social policy and to trace its vicissitudes during the de- 
pression years. 

THE POOR LAW AND THE UNEMPLOYED 

For almost a century the deterrent principles of Poor Law prac- 
tice, inaugurated by the Poor Law Amendment Act of 1834, had 
conspired to make the Poor Law the most hated and feared in- 
stitution of working-class life. They had also alienated the sym- 
pathies of modern liberal-minded people, who preferred to in- 
terpret the distress due to enforced idleness in terms of industrial 
instability, rather than as a just punishment for laziness and lust 
as had the Malthusian Puritans of an earlier generation. 


*“The Unemployment Insurance (National Economy) (No. 2) Order,” of Octo- 
ber 7, 1931, stipulated that in estimating need the same procedure should be fol- 
lowed as that imposed upon unemployed able-bodied persons who had applied for 
public assistance, except that assistance could be given only in money. In no case 
could the allowance exceed the amount of benefit to which the individual might be 
eligible under the unemployment insurance scheme. Such a test of need proved to 
be too harsh. An act of 1932 (22 and 23 George V, chap. 54) eased the conditions 
by making allowance for disability pensions, workmen’s compensation, and capital 
investments. 
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Under the Poor Law, relief to an able-bodied man was governed 
by the principle of less eligibility, i.e., it must furnish a less desir- 
able standard of living than that which could be attained by the 
lowest paid, independent worker. As the Poor Law was ad- 
ministered locally the exact definition given to the principle of less 
eligibility varied widely. Some guardians relieved unemployed 
men and their families only in the workhouse; others applied a 
modified workhouse test, which meant that wife and children 
might be relieved at home, provided the husband entered the 
workhouse; or domiciliary relief might be granted to the entire 
family on condition that the father submit to a work test, i-e., 
undertake to work at whatever tasks the guardians might require 
in exchange for relief. In addition to these methods designed for 
chronic cases, the guardians were authorized to grant temporary 
outdoor relief on the plea of sudden or urgent necessity. 

These devices for dealing with the unemployed had long been 
recognized as insufficient.” In 1885 Joseph Chamberlain had rec- 
ommended a policy of municipal works which would provide for 
unemployed men outside the Poor Law. The Unemployed 
Workmen Act sponsored by Walter Long and Gerald Balfour had 
carried these ideas farther. Both the majority and the minority 
reports of the Royal Commission on the Poor Laws and the Relief 
of Distress had condemned existing arrangements, but, in spite 
of considerable agitation and some ineffective attempts toward 
change, in 1921 the Poor Law remained “‘unreformed.”’ 

The unsatisfactory nature of the Poor Law as a device for deal- 
ing with the unemployed workman was, then, a major factor in 
bringing pressure to enlarge the insurance scheme to accommodate 
the large majority of unemployed men and women in the post- 
war decade. Had the depression proceeded more gradually, or had 
its continuation over a period of many years been anticipated, 
the difficulties inherent in the policy of relief might have been 
foreseen and, possibly, avoided. But the advent of unemployment 

* For a discussion of the various projects for dealing with the unemployed see 
Great Britain Royal Commission on the Poor Laws and Relief of Distress, Appendix 


Vol. XIX, Report on the Effects of Employment or Assistance Given to the Unemployed 
since 1886, by Cyril Jackson and the Rev. J. C. Pringle, Cd. 4795 (1909). 
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was precipitous, and according to the experience of the past, it 
could be regarded only as a temporary phenomenon. To reform 
the Poor Law was an arduous and thankless task. Moreover, its 
unpopularity with the working class made it unlikely that any 
measures of reform that could have been passed, would have been 
acceptable to the Labour party. In comparison, the extension of 
the insurance scheme was easily achieved, it was politically popu- 
lar, and it was cheaper than a program of stimulating work. From 
these circumstances, the gradual metamorphosis of the insurance 
scheme into a system of unconditional maintenance followed 
quickly and easily. 
RELIEF OR MAINTENANCE 

During the years following 1921, two struggles were going on 
in British social politics. The first was the fight for the right to 
maintenance; the second was the battle between the local au- 
thority and the central government over the question of who 
should bear the financial burden for the care of the unemployed. 

Since 1905, when Keir Hardie urged the Right to Work Bill, the 
Labour party had been identified with the slogan “work or main- 
tenance.”” When the vote on the National Insurance Bill was 
taken in 1911, two of the outstanding socialist members of the 
Parliamentary Labour party, George Lansbury and Philip Snow- 
den, refused to cast their vote for a measure which did not 
recognize that principle. Throughout the post-war period there 
was strong pressure within the Labour party for broadening the 
scope to include all unemployed persons, and to raise benefits to 
a point where they would provide for the full maintenance of the 
unemployed worker and his family." 

To an outsider, it might appear anomalous that an insurance 
scheme which is essentially capitalistic in conception and which 
perpetuates differences in wealth by protecting savings, should 
become the central policy in the program of a Socialist party. But 
the anomaly is apparent rather than real. The most powerful ele- 
ment in the British Labour party is the matter-of-fact trade 

© See Unemployment Insurance, Principles of Labour Policy, published by the 


Trades Union Congress and the Labour Party (1926), pp. 5-7; Labour and the Na- 
tion (rev. ed.; London, 1928), pp. 18-22. 
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unionist, bred in the traditions of economic individualism. His 
first concern is that the unemployed workman should not be sub- 
jected to the necessity of applying to the guardians. Further- 
more, the policy of “each according to his need” has meaning for 
the socialist only when applied in a state where economic equal- 
ity has been achieved. It is difficult to make relief acceptable in 
a community prejudiced on the one hand by the principle of in- 
equality and on the other by the tradition of bitter destitution 
as the criterion of need. George Lansbury tried to introduce the 
principle of maintenance into Poor Law administration. His pro- 
gram for a “return to the Poor Law” was thwarted by the inter- 
vention of the Minister of Health, who would not allow that 
principle to be substituted for the principle of less eligibility. 
Similar attempts elsewhere failed." The preference for the insur- 
ance scheme was not theoretical. It was not a preference for the 
principle of insurance as such. The unemployment insurance 
scheme became the symbol of social justice because it offered the 
readiest and best understood method of escape from the hated 
policies of Poor Law administration. Thus it became the objec- 
tive of Labour party policy to broaden the base of the insurance 
scheme until finally it would embody the essential features of the 
principle of maintenance. 

The changes effected in the insurance scheme during the post- 
war decade went far toward realizing that principle in practice. 
By the Act of 1927 benefits were practically continuous and were 
paid as a right. Considerations of actuarial soundness gave pre- 
cedence to demands for a secure and honorable status for the un- 
employed. But the fear of the Poor Law was not eliminated. 
Broad as were the provisions for the receipt of benefit, the sta- 
tistics of outdoor relief for February 7, 1931, recorded 57,041 un- 
employed men and 4,592 women. About two-thirds of the men 
and one-third of the women were insured under the Unemploy- 
ment Insurance Acts.” Quite as important as these, though less 
conspicuous in political discussion, were the unemployed men and 

Notably in West Ham, Chester-le-Street, and Bedwellty. 


™ Great Britain Royal Commission on Unemployment Insurance, First Report, 
Cmd. 3872 (1931), p. 20. 
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women who normally worked in uninsured trades: the hawkers, 
the small contractors, the independent tradesmen, the “black- 
coated” workers (i.e., “white-collar men”). Through no fault of 
their own they were denied the advantages others enjoyed under 
the insurance system. It is quite possible that an insurance 
scheme is not adapted to the peculiarities of these employments, 
but the fact remains that when these men and women found 
themselves compelled to accept the less eligibility of poor relief, 
their position was rendered even more invidious as the principle 
of maintenance gained ground elsewhere. 

When progress toward the realization of the principle of main- 
tenance is tested by the amount of benefit rather than by the 
period during which it was available, attainment again fell short 
of the Labour party’s standard. In official circles it was never 
admitted that unemployment insurance benefit was supposed to 
provide full maintenance,"’ although in a large number of cases 
it must have constituted the entire income of the family."* At no 
time was it possible to bring the amount of benefit up to a point 
which would assure an adequate income to the family of the un- 
employed workman. The scales of benefit provided under the 
various acts were never the result of a careful calculation of 
family needs. They were a compromise between the realities of 
unemployment insurance finance and the fictions of election 
promises. Perhaps the only governing principle was that insur- 
ance benefit should be less than wages.’ The 30s. a week payable 

3 Ibid., p. 33. 

In Liverpool 85 per cent of the persons in receipt of unemployment-insurance 
benefit were reported as having no other means of support. Great Britain Royal 
Commission on Unemployment Insurance, Appendices to Minutes of Evidence, 
Part VIII, “Memoranda Received with Particular Reference to Arrangements for 
Able-bodied Unemployed Workers” (1932), p. 595. In a study of cases of the sub- 
sequent history of persons denied unemployment benefit it was found that 17 per 
cent of the total number had recourse to the Poor Law, but in the case of married 
men with families the proportion was 52.2 per cent. Jbid., Part III, “Reports of a 


Special Investigation in Eight Industrial Areas into the Subsequent History of 
Persons with Disallowed Claims to Unemployment Benefit” (1931), p. 21. 

‘s The Blanesburgh Committee stated that one of the principles of an unemploy- 
ment-insurance scheme was that benefits should be “definitely less in amount than 
the general labourer’s rate of wage, so that there may be no temptation to prefer 
benefit to work.” Great Britain Unemployment Insurance Committee, Report, I 
(1927), 31. 
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under the Act of 1927 for a man, wife, and three children fell 
short of the Rowntree “poverty line” of 37s. 3d.,%° and of Pro- 
fessor Bowley’s minimum budget of 41s. 7d. to 43s. for London, 
in 1929."7 

In the survey of unemployment and poverty in London, Pro- 
fessor Bowley found that: 

Unemployment benefit, though it does not profess to provide a living wage 
over a protracted period, is quite sufficient to enable an ordinary family to 
tide over short spells of unemployment without sinking into poverty. Rent 
may fall into arrear [sic], and expenditure on clothes and luxuries may be 
suspended, but immediate primary needs can be met without serious priva- 
tion, even if there be neither savings on which to draw nor other sources of 
income such as earnings of other members of the family. This state of 
things cannot continue indefinitely. Savings become exhausted, the rent 
collector becomes pressing, and unless the family’s income be supplemented 
from other sources it will sooner or later fall into poverty. .. . . After much 
consideration it has been thought reasonable to assume . . . . that an aver- 
age working-class family whose principal wage-earner has during the previ- 
ous six months lost at least a quarter of his working time through unem- 
ployment will be living below the poverty line.” 

A study made in 1924 by the same investigator bears out the 
argument.’? Mr. D. Caradog Jones’s study of Liverpool showed 
that, among families where the chief bread-winner was unem- 
ployed, 62.4 per cent fell below the “poverty line” and 18.9 per 
cent were living in overcrowded quarters. By comparison, less 
than 2 per cent of the families where the chief bread-winner had 
work were recorded as in poverty.” 

© The equivalent in October, 1931, of the Rowntree Budget of 26s. 1d. as cal- 
culated in 1914. See B. Seebohm Rowntree, Poverty: A Study of Town Life (Lon- 
don, 1903), p. 105. 

17H. Llewellyn Smith, director, The New Survey of London, Vol. III, Survey of 
Social Conditions (1) Eastern Area (text), (London, 1932), p. 435. 

8 Tbid., pp. 157, 158. 

19 A. L. Bowley and M. Hogg, Has Poverty Diminished? (London, 1925), p. 15. 

20 Mr. Jones concluded that, “Although unemployment benefit is available on 
exceptionally easy terms a large proportion of unemployed persons and their 
families nevertheless fail to rise above the poverty line and a higher proportion than 
the average are living under bad housing conditions.” Great Britain Royal Com- 
mission on Unemployment Insurance, Appendices to Minutes of Evidence, Part 
VIII, “Memoranda Received with Particular Reference to Arrangements (Other 
than Insurance) for Able-Bodied Unemployed Workers” (1932), pp. 591, 592. 
See also The Social Survey of Merseyside, Vol. I, chap. viii, edited by D. Caradog 
Jones. 
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If it is objected that these tests of adequacy are too academic, 
we may turn for a more practical test to the statistics of supple- 
mentary relief granted under the Poor Law. In February, 1931, 
approximately 1,500 men and women were drawing poor relief 
in addition to unemployment insurance benefit." The usual types 
of cases requiring supplementary aid were those in which there 
were large numbers of children or where the sickness of a member 
of the family gave rise to unusual expenditure.* The great ma- 
jority of persons simultaneously in receipt of benefit and relief 
were married men between the ages of thirty and forty years. 

The gains made for the principle of maintenance by the Act 
of 1927 and followed up by the Labour-party legislation of 1930 
and 1931 were destined to be short-lived. The cost of continuous 
benefits was heavy. Whatever the source of the pressure for a 
return to a restricted scheme, whether from within the country 
or without, it is clear that the Economy Act of 1931 and the 
Orders in Council which it anticipated met with general popular 
approval. The principle of maintenance could not hold its own 
against the threat to financial prestige upon which the issues of 
the campaign were based. Although a large majority of the 
Parliamentary Labour party and of the Labour electorate re- 
mained firm,’ the election results left little doubt where the 
heart of England lay. It was closer to the nineteenth-century 
ambitions of a prosperous commercial middle class than to the 
working-class objectives of a socially guaranteed minimum stand- 
ard of living.** The Royal Commissioners of 1932 held that it was 


* Great Britian Royal Commission on Unemployment Insurance, A ppendices to 
Minutes of Evidence, Part V, “Statistical Analysis by the Ministry of Labour of 
(1) Persons Insured against Unemployment in Great Britain at July, 1930, and (2) 
Persons on the Registers of Employment Exchanges at 2nd February, 1931” (1931), 
p. 284. 

* Ibid., Part II, “Special Returns from the Poor Law Authorities in Respect of 
Persons in Receipt of Domiciliary Poor Relief during the Week Ended 7th February, 
1931” (1931), pp. 77, 85. 

*3 The total vote cast for Labour candidates in 1931 amounted to 7,000,000 as 
compared to 8,000,000 in 1929. The anti-Labour vote in 1931 was 16,000,000 and 
13,000,000 in 1929. It is evident that a Labour government could come into power 
only if there was active rivalry between the Liberal and Conservative parties. A 
coalition of the anti-Labour parties could easily defeat Labour. 

*4See Sidney Webb (Lord Passfield), “What Happened in 1931: A Record,’ 
The Political Quarterly, 111 (January—March, 1932), 1-17. 
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impossible to graft the principle of maintenance upon an economic 
system in which free enterprise was the dominant mode of doing 
business. A government which did not control the processes of 
production could not undertake to socialize the distribution of 
wealth.*s Be that as it may, the establishment of the principle of 
maintenance was not a practical issue when the Royal Commis- 
sion made its Final Report in the autumn of 1932.” 

The apprehensions aroused by the financial crisis were strength- 
ened by a growing awareness of the untoward effects of long- 
continued unemployment upon the personal quality of those un- 
happy individuals who were its victims. 

During the early years of the depression, there was a marked 
unwillingness on the part of working-class leaders and sym- 
pathizers to regard seriously the problems of personal deteriora- 
tion that are the inevitable concomitant of protracted, involun- 
tary idleness. It was natural and right that the provision of in- 
come should be the first concern of working-class leaders. It was 
equally natural that efforts to divert attention to the personal 
effects of unemployment should be resented as a reversion to the 
nineteenth-century attitude of fixing upon the individual the 


moral responsibility of poverty. As the depression wore on and 
the effects became cumulative, the individual unemployed man 
and woman emerged distinctly from the mass. The Report of the 
Industrial Transference Board,”’ the activities of the Society of 


*s Great Britain Royal Commission on Unemployment Insurance, Final Report, 
Cmd. 4185 (1932), p. 123. 

* “Our general conclusion ....is that, without a fundamental change in the 
relation of the State to economic organization, the adoption of the scheme proposed 
by the Trades Union Congress General Council would result in a rapid lowering of 
the standards of personal initiative and responsibility. It would not be sufficient 
to provide that all engagements of labor should take place through the Employ- 
ment Exchanges—though even that step seems to us to be neither practicable nor 
in itself desirable. As we have shown, effective control of the recruitment of in- 
dustry involves the complete determination of questions affecting both a worker’s 
status and the conditions of his work. Detailed State control of industry, whether 
desirable or not, does not now exist, nor can we postulate its rapid achievement. In 
our view, therefore, within the limits of our problem, the challenge to the older 
approach fails: and we believe that the solution is to be sought in the conceptions 
which have hitherto been followed.” Jbid., p. 127. 


27 Cmd. 3156 (1928). 
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Friends in the stricken coal fields, and the publication of Mr. R. C. 
Davison’s book The Unemployed in 1929** gave focus to a prob- 
lem which had been disturbing thoughtful people for many 
months. 

Following upon the Report of the Industrial Transference 
Board, the Conservative government in 1928 set up a number of 
training centers to aid in the program of transferring men and 
women from derelict industrial and mining districts to places 
where trade was more brisk. Since 1925 and 1926, training cen- 
ters had been in operation to meet the needs of the large numbers 
of young men on the registers of employment exchanges, who 
owing to the war and the subsequent industrial depression had 
had little opportunity to learn a trade. The idea had for many 
years been familiar in the work of the juvenile departments of the 
employment exchanges. More than any other party, the Labour 
government of 1929-31 addressed itself to the problem of dealing 
with the psychological stress and the economic deterioration of 
the unemployed population. They encouraged measures of eco- 
nomic expansion which would absorb surplus labor. Where that 
was not possible they took the lead in establishing centers where 
men could be equipped with the skill to qualify them for new 
tasks. For those to whom work was not available, they set up 
instructional and recreational classes where idle men might im- 
prove their leisure and maintain their physical fitness. Very good 
work was done in special centers and classes for women. The 
system was far from comprehensive or complete, and it might be 
criticized in detail, but its fundamental basis was sound. Cer- 
tainly the fact that “maintenance is not enough” is one of the 
important lessons that post-war unemployment has taught.” 


THE FINANCIAL BURDEN Ss 

A second phase of development in social policy during the past 
ten years concerns the distribution of the cost of unemployment 
between the local authority and the central government. 

**R. C. Davison, The Unemployed (London, 1929). 

*? Many proposals for providing employment have been made. Among the most 
interesting of these may be cited G. D. H. Cole’s plan of a labor corps which he de- 
velops in his book, The Next Ten Years in British Social and Economic Policy (Lon- 
don, 1929), chap. iii. 
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The first extensions of the Unemployment Insurance Act to 
provide for “uncovenanted” and later “extended” benefit were 
necessitated by the inappropriateness of traditional Poor Law 
methods for dealing with able-bodied men. They were necessi- 
tated, no less, by the unequal and outworn system of Poor Law 
finance. 

At the close of the war the financial responsibility for the relief 
of the poor was a local concern. The Union was the unit of 
finance as well as of administration. In prosperous Unions the 
burden ordinarily was not heavy, but in industrial districts where 
pauperism tended to be high and ratable value low, it rested with 
undue weight. The inequality of the system had long since been 
recognized. In London, the situation had been mitigated with 
respect to indoor relief by the Metropolitan Common Poor Act of 
1867, which provided for a subsidy to be paid by the richer 
Unions to the poorer ones to help pay the cost of institutional 
care. Outdoor relief, however, remained altogether the responsi- 
bility of the local Union. 

The impact of post-war unemployment quickly demonstrated 
the weakness of the system. Rates became almost confiscatory 
in certain hard-pressed industrial areas.*° Escape from the in- 
tolerable situation was sought in various ways: by reducing the 
amount of relief granted and imposing a rigorous test of destitu- 
tion, by enlarging the scope of the insurance scheme to include a 
larger proportion of unemployed workers, and, finally, by broad- 
ening the geographical base from which funds for outdoor relief 
might be derived. 

The Unemployment Insurance Act of 1927 proposed eventually 
to restore insurance to its original, limited field, but it was 
recognized that such a step would be impossible unless the meas- 
ure was accompanied by a drastic reorganization of local finance. 
The Local Government Act of 1929 was the Conservative govern- 
ment’s answer to that need. 

The Local Government Act of 1929" put Poor Law finance on 

3° Great Britain Ministry of Health, Annual Report, 1921-1922, Cmd. 1713 
(1922), p. 81. 

3* 1g and 20 George V, chap. 17. 
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a new basis. The county or county borough became the taxing 
unit in place of the Union. Certain types of property were ex- 
cused from the payment of rates, and others made subject to a 
lowered valuation. To compensate for the resulting loss of reve- 
nue, a system of block grants from the Exchequer was instituted. 
The amount of government grant available for any county or 
county borough was calculated on the basis of a complicated 
formula in which one item was unemployment. The weighting for 
unemployment, however, was such that the burden of Poor Law 
expenditure continued to fall almost entirely on the local rates. 
It did not, in fact, provide sufficient relief. In the summer of 1933, 
Parliament was pressed to pass legislation increasing the Exche- 
quer’s subsidy for the relief of financial conditions in distressed 
areas.” 

Up to 1931, the unemployment insurance scheme, in theory at 
least, was self-supporting. The heavy deficits incurred each year 
since 1921 were met by borrowing from the Exchequer, with the 
understanding that repayment would be made when improved 
industrial conditions should restore the fund to solvency. By 
1931, however, the fiction of a solvent fund had to be abandoned.** 
In 1929-30, the Exchequer paid about half the cost of transitional 
benefit. Thereafter it was financed entirely by a direct grant from 
the Treasury. Had the system continued throughout the year 
1931-32, it was estimated that the total cost to the Treasury 
would approximate £54,000,000.54 The government foresaw the 
impossibility of continuing a system which placed such a heavy 
and unpredictable charge upon the budget, and in 1930 it ap- 
pointed a Royal Commission to investigate the status of the un- 
employment insurance system and to recommend the means by 
which it might be made solvent and self-supporting. The corol- 
lary of a restoration of solvency is revealed in the second clause 

# On July 6, 1933, the House of Commons voted supplementary estimates of 


£500,000 for the relief of distressed areas: See Great Britain Ministry of Health, 
Grants to Local Authorities in Distressed Areas: Explanatory Memoranda, Cmd. 4374, 
Cmd. 4375 (1933). 

33 Great Britain Royal Commission on Unemployment Insurance, First Report, 
op. cit., p. 28. 

4 Ibid., p. 23. 


—_ 
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of the terms of reference which authorized the Commission to 
make recommendations for “the arrangements which should be 
made outside the scheme for the unemployed who are capable of 
and available for work.” 

The evidence submitted to the Commission by Poor Law 
officers and representatives of local authorities epitomized the 
struggle over financial responsibility for unemployment which 
had been fought back and forth between the guardians and the 
Ministry of Labour for a decade.** Gradually the major part of 
the burden had been shifted from the local to the central au- 
thority.** The local authorities with one accord united to prove 
that they were incapable of reassuming any part of this burden. 
They were agreed, however, that the system of transitional benefit 
which granted unemployment benefit without regard to the 
means of the individual concerned was unnecessarily expensive, 
and they offered themselves as the agencies best qualified by ex- 
perience to administer a test of need. The First Report of the 
Royal Commission recommended a temporary arrangement em- 
bodying these proposals.*’ Its essential elements were put into 
effect by the Order in Council of October, 1931, which outlined 


the system of transitional payments, a system in which local ad- 
ministration was combined with central financing. 

The inconclusive and somewhat negative result of these years of 
struggle over unemployment insurance was neither to finance it 
from the local rates nor to transfer it to the Exchequer. The Poor 
Law still succored a considerable body of unemployed men and 
women at an annual cost of over five million pounds.** Unem- 


3s See Great Britain Royal Commission on Unemployment Insurance, A ppendices 
to Minutes of Evidence, Part I, “Written Evidence Submitted by Local Authorities, 
Public Assistance Officers, etc.” (1931). 

% In April, 1926, the ratio of the number of men on outdoor relief to the num- 
ber of men on the live registers of the employment exchanges stood at 1 to 4. In 
June, 1928, and January, 1929, it fell to 1 to 9 and rose to 1 to 8 in June, 1929: 
Great Britain Ministry of Labour, Memorandum on Certain Points Concerning the 
Statistics of Unemployment and Poor Law Relief, Cmd. 2984 (1927); and Mary 
Gilson, Unemployment Insurance in Great Britain (New York, 1931), pp. 448-49. 

37 Op. cit., Pp. 34-37; 50. 

38 For England, Scotland, and Wales, 1931-32. Great Britain Royal Commission 
on Unemployment Insurance, Final Report, op. cit., p. 349. 
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ployment insurance benefit was restricted to approximately one 
half-year and was available only to those who could meet the 
normal qualification. Transitional payment relieved the local au- 
thority of a considerable part of the cost of unemployment, but 
rates were still too high and protests were vigorous. The means 
test touched one of the tenderest spots in working-class feeling. 
Vigorous demonstrations against it broke out in a number of in- 
dustrial areas. Nothing since the ill-conceived “genuinely seeking 
work”’ clause had aroused such bitter resentment. Outside radical 
Labour circles the financial necessity for something in the nature 
of a means test was generally recognized, but there was consider- 
able dissatisfaction with the lack of uniformity in existing meth- 
ods. From the side of finance as well as administration there was 
pressure toward making the responsibility for the unemployed 
a national charge. 


Il. THE UNEMPLOYMENT ACT OF 1934 


The Unemployment Act of 1934°* bears the stamp of the Na- 
tional party. That party was put into power in 1931 to carry 
through certain distasteful tasks, of which the recasting of the 
system of relief for the unemployed along stricter lines was one. 
In general purpose the Act reflects the recommendations of the 
majority report of the Royal Commission on Unemployment In- 
surance, a fact that critics of Mr. MacDonald have not been slow 
to point out. Like the Report of the Royal Commission, it is a 
practical, political document, based on cautious conservative 
principles, moderately deterrent, framed to reconcile divergent 
opinions within the National party and in the country. While it 
does not embrace the Labour party principle of the right to main- 
tenance, neither does it satisfy the tory die-hards by turning the 
unemployed over to the Poor Law. Its success will depend very 
largely upon the temper of the administrators who set the tone 
during the first few years of its operation. 

Under the system set up by the Act, relief for the unemployed «.~ 
is administered by three distinct agencies. First, there is the in- 
surance scheme, with stated benefits available for insured workers 


39 24 and 25 George V, chap. 29. 
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for definite periods of time. Second, there is the Unemployment 
Assistance Board, which is authorized to grant relief according to 
needs to unemployed men and women who are ordinarily engaged 
in industry. Agricultural workers are not included, but the Statu- 
tory Commission is charged with the duty of making proposals 
to Parliament for bringing this group within the scope of insur- 
ance. And, finally, there is the Poor Law, the repository of all 
those who fail to qualify under the other two. 


PART I. UNEMPLOYMENT INSURANCE 


After ten years of wandering and experimentation with un- 
covenanted, extended, and transitional benefit, the unemployment 
insurance scheme is restored to its original principles—tripar- 
tite contributions, benefits prorated according to contributions, 
solvency, and self-sufficiency. The enforcement of such a rigor- 
ous policy is not entrusted to an impressionable Parliament. The 
custodian of the insurance scheme is a Statutory Commission, 
which shall keep the status of the fund constantly under review 
and recommend to the Minister of Labour any changes in con- 
tributions or benefits which it deems compatible with the principle 
of financial soundness. The Minister of Labour is not bound to ac- 
cept these recommendations, but he is required to lay them before 
Parliament, and, if he thinks another course more feasible, he 
must present and defend his point of view. Parliament is still the 
ultimate arbiter, though it is hoped by the framers of the Act that 
its members will find a welcome shelter from political pressure in 
the prestige of the Statutory Commission. It remains to be seen 
if, as Arthur Greenwood has said, you can “keep hunger, poverty, 
and injustice outside the political arena.’’*° 

The schedule of benefits attached to the new Act* restores the 
cuts made in 1931. This is the Conservative party’s gesture of 


4 Parliamentary Debates, February 12, 1934 (5th Ser.), Vol. 285, Col. 1640. 
* Weekly rates of benefit, 1934: 


Men Women 
Adults 21 years of age and over......... 17s. od. 15s. od. 
Young persons 18 to 21 years........... 145. od. 12s. od. 
Juveniles 17 to 18 years................ gs. od. 7s. od. 
Juveniles 16 to 17 years................ 6s. od. 5s. od. 


Dependent’s benefit, 9s. for an adult and 2s. for each child. 
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generosity. In terms of real value the benefits are the highest 
ever paid. The conditions under which they are available, al- 
though defined with an eye to the solvency of the fund, are not 
niggardly. To qualify, a claimant must show thirty contributions 
during the past two years. This entitles him to benefit for twenty- 
six weeks in a given year. Additional benefits may be drawn on 
the basis of three weeks’ benefit for every five contributions paid 
during the last five years, less one day for every five days in which 
benefit was received during the five-year period. Thus, a man 
who has been in continuous employment in an insured trade for 
five years, and has drawn no benefit, is eligible for a maximum 
benefit period of one year. This, it is supposed, will provide for 
relatively short spells of unemployment, which, so far as the num- 
ber of persons is concerned, is by far the most important. 

On the moot issue of the unemployed man’s responsibility for 
trying to find work by his own efforts independently of the ex- 
change, the Labour party scored a concession. The bill intro- 
duced in November contained a clause not unlike the notorious 
“genuinely seeking work” clause, that from 1925 to 1930 had 
given no end of trouble to exchange officials and had aroused 
bitter resentment on the part of claimants for benefit. The diffi- 
culty lay not so much with the principle involved as with its ap- 
plication. It is generally agreed that it is impossible to devise a 
simple, objective test of a man’s eagerness to find work short of 
the offer of employment, and the exchange officials have insisted, 
quite rightly, that the placement function of the exchange should 
not be handicapped by the introduction of disciplinary duties. In 
the final reading of the bill the invidious phrasing was dropped, 
and the burden of responsibility for proving lack of good faith 
is shifted to the exchange official, who, if the question arises, is 
required to show that a claimant “has neglected to avail himself 
of a reasonable opportunity of suitable employment.” This is far 
from a satisfactory solution, but perhaps it is the best one that 
can be found. The alternative is compulsory notification to the 
exchange of all vacancies, and this British employers are unwilling 
to accept. A work test does not meet the situation, for the object 
of the “genuinely seeking work” clause was not only to put a 
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check upon the work-shy, but to stimulate men to explore for 
themselves the possibilities of employment. As the clause stands 
in the Act, it can operate only as a deterrent measure. 

New conditions are set down with regard to training for the un- 
employed. The Minister of Labour may, if he thinks it desirable 
from the standpoint of preserving a man’s industrial fitness or pre- 
paring him for regular employment, require him to pursue an 
authorized course of training as a condition for the receipt of 
benefit. There is some apprehension that this may degenerate 
into a work test, but such an unhappy outcome is not inevitable, 
provided the requirement is interpreted in an industrial and not 
a punitive sense. 

The new regulations governing boys and girls are a step in 
the right direction. Entry into insurance is co-ordinated with the 
legal age for leaving school, which in most districts is fourteen. 
Formerly, children could not come under the insurance acts until 
they were sixteen years old, thus leaving a gap of two years during 
which they were independent of the supervision of both the school 
and the employment exchange. Children under sixteen years pay 
contributions at the rate of 2d. a week, and the employer con- 
tributes an equal sum. From sixteen to eighteen years the con- 
tributions are 5d. and 43d. for boys and girls respectively. A child 
who remains in school after the age of fourteen is credited with 
contributions for the number of terms he is in school. If he at- 
tends for the full period, he will have twenty contributions to his 
credit. He will have to work for at least ten weeks in an insured 
trade before he will have accumulated the thirty contributions 
necessary to qualify for benefit. His parents, however, if they are 
unemployed, are entitled to draw a dependent’s benefit of 2s. a 
week while he is in school or when he is out of work. 

All unemployed boys and girls who are not enrolled as pupils 
in an elementary school must attend an instructional center con- 
ducted under the joint auspices of the Ministry of Labour and the 
local education authority. This makes obligatory and universal a 
requirement which in the past was left to the decision of the ex- 
change officials and the local board of education. In future, also, 
employers are compelled to notify the exchange of all openings 
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for boys and girls under eighteen. This should very much facili- 
tate placements. 

No one can claim that this is an educational scheme, nor an 
adequate substitute for raising the school-leaving age. It is, 
rather, a device for relieving the congestion on the labor market 
which is anticipated during the next few years, when the large 
number of children born during the years following the armistice 
present themselves for work.” 

The financial future of the scheme, as has been indicated, is 
placed in the hands of the Statutory Commission. The tripartite 
contributions put two-thirds of the cost of unemployment benefit 
on industry, and one-third on the state. It is specifically stated 
that the government’s contribution may, under no circumstances, 
exceed one-third of the total. For the present, contributions re- 
main as they were in 1931.*3 The debt is to be amortized over a 
period of 40 years, by half-yearly payments of £2,500,000, inter- 
est to be calculated at 3} per cent. This represents a 10 per cent 
charge on the anticipated income from contributions, and makes 
it unlikely that industry can be relieved soon of the burden of 
additional contributions levied in 1931, or that benefits can be 


increased to keep up with a rising cost of living. The Economist 
calls attention to the impropriety of saddling the fund with 
amortization charges of a debt incurred during “‘a period when 
all pretence at actuarial solvency had been abandoned by succes- 
sive governments.’’44 


PART Il. UNEMPLOYMENT ASSISTANCE 
Part II of the Unemployment Act sets up a system of national 
relief which covers most of the industrial unemployed population 
# For a thorough discussion of the problems of juvenile unemployment, see 
Juvenile Unemployment, by John Jukes and Allan Winterbottom (London, 1933); 
The School Leaving Age and Unemployment, by R. H. Tawney (London, n.d. [1934)); 
and Unemployment and the Child, Report on an Enquiry by the Save the Children 
Fund, London, 1933. 
43 Employees’ and employers’ contributions are the same: 


44 Economist, November 18, 1933, pp. 954-5S5- 
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who fail to qualify for insurance.*’ It relieves the rate-payer of a 
considerable share of the cost of unemployment and satisfies the 
sentiment which supports the principle of national responsibility 
for the unemployed. It abjures the principle of maintenance as 
impractical in a world where industry is carried on by private 
enterprise and where workers are jealous of their rights. From 
the practical standpoint, it is the difficulty of agreeing upon an 
acceptable and workable definition of unemployment that gives 
the opponents of the automatic dole one of their most telling 
arguments. Sir Henry Betterton put the case before Parliament: 

If the State were to pay compensation for loss of employment, the State 
must, for its own protection, determine what kind of employment the worker 
should be willing to take and upon what terms. In its own interests the 
State would have to impose strict discipline and control over the actions of 
unemployed persons. 
And, he went on to say, “I am satisfied that the workers them- 
selves would never agree to the regimentation involved in such a 
policy.’’** It is obvious, at any rate, that a Conservative govern- 
ment could not propose such an extension of authority over the 
lives of millions of workers without raising the cry of fascism. 
The alternative to the principle of maintenance is the principle of 
need, and this, in administrative terms, comes down to a means 
test. Discriminatory relief on a wide scale thus becomes, for the 
first time, a function of the central government. “Whitehall is 
going to show them how to run the Poor Law!’’47 

Behind the insurance scheme and unemployment assistance 
still stands the Poor Law, shorn of its power and prestige, reduced 
from the high position of the nineteenth century, discredited but 
indispensable, the final resource of a not inconsiderable number of 
the victims of unemployment. To it must come destitute, unem- 

4s The scope of unemployment assistance is the same as that for Widows’, 
Orphans’, and Old Age Contributory Pensions. It also includes persons who, not 
having normally been engaged in any remunerative occupation since the age of six- 
teen, might reasonably have been expected to secure insurable employment but for 
the industrial circumstances of the district in which he lives. Persons eligible for 
unemployment assistance must also be “capable and available for work.” 

# Parliamentary Debates, November 30, 1933 (5th Ser.), Vol. 283, Cols. 1087-88. 

47 R. C. Davison, “The New Scheme of Unemployment Relief,” Political Quar- 
terly, V (July-September, 1934), 378. 
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ployed persons who are not eligible for benefits or allowances— 
apprentices and agricultural workers not receiving payment in 
money, certain casual workers, commission agents, pupil teachers, 
wives employed by husbands and husbands employed by wives, 
fishermen who share the fish and not the prices they get for them, 
small shopkeepers, street hawkers, owner taxicab drivers, non- 
manual workers getting more than £250 a year, families of men on 
strike, the sick, the impoverished gentility—a motley assortment 
from the lowest, least protected economic groups to the “black 
coated” workers, and the “superior” people. To these are added 
the work-shy and the unruly, the traditional wards of the guard- 
ians. At the request of the Unemployment Assistance Board, in 
these “hard cases” a work test may be imposed and in extreme 
cases a man may be offered the “house.”” Supplementary relief 
is practically ended. The Unemployment Assistance Board is au- 
thorized to fix allowances to cover all family needs except sick- 
ness, and, when necessary, to supplement insurance benefit. But 
the confusions of dual relief are not eliminated. For example, the 
sickness of an unemployed person will cause him to be transferred 
from the lists of the Unemployment Assistance Board to health 
insurance or the Poor Law. A person earning wages so low that 
he requires additional income will ordinarily draw outdoor relief, 
but when such a person loses his work entirely, he and his family 
will be sent to the office of the Unemployment Assistance Board. 

The scheme, it is evident, is not without its complexities and 
confusions. Most of these are inevitable. The British system of 
providing for the poor, if system it may be called, is a curious 
network of relationships. It includes a multitude of agencies 
local and national, voluntary and public; but, prior to 1934, the 
principle of local administration of discretionary relief has been 
maintained. In this respect, the creation of the Unemployment 
Assistance Board marks a bold departure from orthodoxy. Form- 
erly, when the national government has assumed responsibility 
for the relief of poverty, as in the schemes of national insurance 
and pensions, the schedule of benefits has been written into the 
law. Such a stereotyping of grants has been considered essential 
if the Minister is to be held responsible before Parliament for the 
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details of administration. Under Part II of the Unemployment 
Act of 1934, Parliament for the first time entrusts a national body 
with the duties of administering discretionary relief. It does so, 
however, with considerable hesitation and against the traditional 
principles of the Conservative party. Finance forced the issue. 
There was no escaping the conclusion that a major part of the 
cost of the care of the unemployed would have to be borne by the 
national treasury. The choice lay among three courses—a sys- 
tem which combined central financing with local administration 
subject to guidance from a central authority, as recommended 
by the Royal Commission ;* one which centralized the control of 
both finance and administration in Parliament; and a third, in 
which an appointed board removed from direct political influ- 
ence would administer funds provided largely from the national 
exchequer. The government chose the last. Administration is 
centralized, and finance is divided between the national and local 
government. There was, of course, a third choice, the thorough 
reorganization of local finance so that it might carry the larger 
share of the relief for the unemployed under a reformed Poor Law. 
But this alternative was not seriously considered. The name of 
the Poor Law had become the symbol for working-class discon- 
tent, and political realities required that it be abandoned. The 
idea has been advanced in certain quarters, not unsympathetic 
with working-class aspirations, that political leaders overestimate 
the actual aversion to the Poor Law. It would be possible, it is 
said, to achieve under a reformed Poor Law the very things which 
are contemplated by the unemployment assistance scheme, and 
at the same time to preserve the principle of local administration 
and obviate the wastefulness of dual organization. There is au- 
thoritative evidence that in centers where unemployment has 
been widespread and the policy of the guardians liberal, the Poor 
Law has shed many of the unhappy associations of the nineteenth 
century, and there is also evidence that in many localities it is 
still viewed with aversion.*® 

4 Final Report, op. cit., pp. 278-94. 

49 Evidence collected by investigators for the Royal Commission on Unemploy- 


ment Insurance indicates that in most areas there is still considerable reluctance 
to apply to the Public Assistance Authority. On the other hand, the authors of the 
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One cannot know fully the considerations which led the Min- 
ister of Labour and his colleagues to make the decision in favor of 
centralized administration. It is not beyond the realm of political 
possibilities to speculate upon the influence which may have been 
exerted upon Conservative opinion by the policies pursued by the 
Socialist guardians of Poplar, West Ham, Bedwellty, and Chester- 
le-Street, and more recently by the public assistance committees 
administering transitional payments in Rotherham, Durham, 
Oldham, and Birkenhead. But can the issue of unemployment 
relief be taken out of politics? It is possible that, in time, a sci- 
ence for the treatment of the personal maladjustments which arise 
out of poverty may be developed, but the question of relief— 
which is one aspect of the problem of the distribution of wealth— 
cannot be regimented into scientific principles, at least not in a 
society marked by glaring inequalities of wealth and income. 

The Unemployment Assistance Board is a semi-judicial body. 
It is given wide powers to make rules and regulations governing 
the amount and conditions of grants of unemployment allowances. 
Its members are appointed by royal warrant to serve for a definite 
number of years, and no member may be removed except by his 
own consent.s° The salaries are paid out of the Consolidated 


London Survey conclude that, while there is an initial hesitation, this is easily over- 
come, and that the Poor Law has come to be regarded as only one of the many social 
services which in their several capacities stand ready to serve the community. This 
tendency toward a more tolerant attitude has been fostered by the reorganization 
of local services under the Local Government Act of 1929. The county or county 
borough is permitted to provide for a variety of health and educational services 
outside the jurisdiction of the Public Assistance Committee, and these services be- 
come available to all members of the community without taint of pauperism. See 
Great Britain Royal Commission on Unemployment Insurance, Appendices to 
Minutes, Part ITI, “Reports of a Special Investigation in Eight Industrial Areas into 
the Subsequent History of Persons with Disallowed Claims to Unemployment Bene- 
fit” (1931), pp. 121, 157, 160, 179, 197; Great Britain Ministry of Labour, Annual 
Report of the Minister of Labour, 1927-28, Cmd. 3185 (1928), p. 151; Sir H. Llewellyn 
Smith, director, The New Survey of London, Vol. 1, Forty Years of Change (London, 
1930), p. 379. Testimony on this point was also given by Poor Law officials appear- 
ing before the Royal Commission, see Appendices to Minutes of Evidence, Part I, 
op. cit. 

5° The members of the Board are: Sir Henry Betterton, chairman; Sir Ernest 
Strohmenger, deputy chairman; Professor H. M. Hallsworth, Dr. Thomas Jones, 
Miss Violet Markham, and Mr. Matthew Reynard. 
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Fund, not, as is customary, from the vote of the Minister of 
Labour. The effect of these arrangements is to relieve the Min- 
ister of large executive functions and to remove discussion of the 
action of the Board from the day-to-day scrutiny of Parliament." 
Local administration is in the hands of a staff appointed by the 
Board, supplemented by local advisory committees without ex- 
ecutive powers. Grievances are dealt with through local appeals 
tribunals consisting of three persons: a representative of the 
Board, a representative of the workers, and a chairman appointed 
by the Minister of Health. No appeal may come before the Board 
without the consent of the chairman, and the decision of the tri- 
bunal is final. It is not possible, under the new Act, to question 
determinations of the Board in individual cases on the floor of the 
House of Commons. 

The Labour party has raised a vigorous protest against this 
procedure. It touches the relationship to their constituencies at a 
vital point. Working-class sentiment is aroused, not so much by 
the prospects of great revolutionary reforms, as by the experi- 
ences which make up daily life. The effectiveness of a Labour 
party official is judged very largely by his ability to redress small 
grievances—to restore an allowance which, it is felt, has been un- 
justly denied; to intercede for an applicant who has been harshly 
treated by a public assistance committee; to administer a rebuke 
to a “superior” or brusque relieving officer or exchange official.” 
It is through such channels that the poor feel themselves to be 
politically articulate. If the administration of relief is taken away 
from local bodies (and it is in local government that the strength 
of the Labour party resides at the moment), and at the same time 
largely removed from Parliamentary control, they may very well 
protest that the essence of democracy is denied them. 

One of the most difficult duties which devolves upon the Un- 
employment Assistance Board is the determination of rules regu- 

st Parliament may discuss the policy of the Board when the report of the Board 
is submitted, on the vote on account, on the Appropriation Bill, on votes of censure, 
on adjournment motions, and on the Consolidated Fund Bill; also every regulation 
made by the Board is subject to Paliamentary approval. See Parliamentary Debaies, 
December 11, 1933 (5th Ser.), Vol. 284, Col. 162-63. 


Ss A revealing study of attitudes toward the experiences of unemployment is to 
be found in The Unemployed Man, by E. Wight Bakke (London, 1933). 
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lating the amount of relief. Unemployment allowances are not 
stereotyped by law, but it is inevitable, and also desirable, that 
reasonable uniformity should obtain throughout the country. The 
scales of relief sanctioned by the Board may be considered as a 
definition of a national minimum standard of living. The Royal 
Commission had recommended that the allowance should always 
be lower in amount than the benefit to which the claimant might 
be entitled. This recommendation was not incorporated in the 
Act—in fact, no upper limit is set for relief. The Act does stipu- 
late that allowances must be sufficient to cover all the recognized 
needs of a man and his family, with the exception of sickness. 
They may be granted to supplement insurance benefit, and they 
are available to persons denied benefit under certain conditions, 
but not to persons thrown out of work in consequence of a strike. 
These are reasonable provisions, but they raise baffling questions 
with regard to the relative positions of the insurance scheme and 
unemployment assistance. Advocates of the insurance method 
have insisted that, if the prestige of insurance is to be maintained, 
it is essential that the scale of benefit be higher than relief. They 
would put the stamp of moral superiority on the recipient of in- 
surance benefit in terms of greater eligibility. Whether that 
greater eligibility is preserved will be determined by the policy of 
the Board in setting the scale of its allowances, and the methods 
which it adopts in applying the means test. The means test, as it 
stands, will without doubt prove a sufficient deterrent. If, how- 
ever, it should be amended in such a way as to render it less dis- 
tasteful, and should the scale of relief be generous, it is quite 
possible that the Unemployment Assistance Board will become 
the focal point in the struggle for the right to maintenance, and 
that the limited insurance scheme will be relegated to a subordi- 
nate position in politics and in the lives of the people. Why, it has 
been asked, should agricultural workers burden themselves with 
contributory insurance if allowances on equally acceptable terms 
are available from the publicly financed Assistance Board? 

For the present, the Unemployment Assistance Board has a 
thankless task. If it is generous, it will arouse protests from the 
taxpayers and put fear into the hearts of those who cherish the 
prestige of the insurance scheme. If it is niggardly, complaints 
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from “liberal” Poor Law areas will multiply. It will find that 
relief of poverty on the basis of social needs is a problem more 
complex and elusive than the payment of fixed insurance benefits 
to the unemployed. If it abides by the principle that relief must 
be substantially less than the wages of unskilled workers, it will 
find little practical help from the minimum standards derived 
from budget studies. The “poverty line” in almost all cases sets a 
minimum in‘excess of the insurance benefit scale, and also above 
wages of the lower paid workers in many trades.* Perhaps the way 
out is to be found in extending the sources of “civil” income—e.g., 
free provision of milk for children, free nursing and domestic 
service in time of illness, better recreation facilities, and, most 
important of all, subsidized housing. If the new system encour- 
ages development along these lines, it will perform a valuable 
service for working-class men and women and their children. The 
history of national schemes for raising the standard of living in 
Great Britain leads one to expect that the activities of the Unem- 
ployment Assistance Board may be as significant in their repercus- 
sions as in their direct effects.* 


53 Much discussion followed the publication of the report of the Committee on 
Nutrition of the British Medical Association, late in 1933. Journal of the British 
Medical Association, Supplement, November 25, 1933. See also Ministry of Health, 
Circular 1370, dated January 4, 1934; the report of the Advisory Committee on 
Nutrition on The Criticism and Improvement of Diets (1934); and a white paper on 
Nutrition (1934), being the report of the conference between the Committee on 
Nutrition and a Committee of the British Medical Association. These findings con- 
firmed the conclusions arrived at by social investigators that insurance benefit and 
relief which are less eligible than wages of unskilled workers reduce a large propor- 
tion of the families in which there are children to a sub-standard manner of living. 
See The Social Survey of Merseyside, edited by D. Caradog Jones (London, 1934); 
The New Survey of London Life and Labour, Vol. III, Survey of Social Conditions, 
H. Llewellyn Smith, director (London, 1932); Work and Wealth in a Modern Port, 
by P. Ford (London, 1934); Newcastle Dispensary, Report of an Enquiry into the 
Diet and Household Expenditure of Unemployed Families (Newcastle-on-Tyne, 1933). 
A resumé of recent investigations appeared in the Manchester Guardian Weekly, 
January 12, 1934, p. 32, and January 19, 1934, p. 59. The subject is discussed in 
some detail in a recent publication of the author, The Development of Social Insurance 
and Minimum Wage Legislation in Great Britain, by Helen Hohman (Boston, 1933), 
PP. 311-25, 331-35. 

54 There is evidence that the publicity given to inadequate standards of living 
by the report of the Medical Association and the debates in Parliament is exerting 
an influence on public opinion. Under the leadership of Miss Eleanor Rathbone, 
M.P., the “Children’s Minimum Campaign” has been started. It aims to secure for 
all children a daily ration of fresh milk, school meals for children whose parents 
cannot feed them properly, and rent rebates on municipal estates when needed. The 
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The most controversial issue in which the Unemployment 
Assistance Board is involved is the means test. The Act states 
that, in determining the amount of allowance to be granted in a 
given instance, the Board must take into account the needs of the 
applicant and his dependents, and in calculating resources, the in- 
come of every member of the household must be considered. The 
test is practically the same as that applied to applicants for transi- 
tional payments. It has been interpreted to mean that adult sons 
and daughters, if living at home, must support their parents, and 
parents their adult children and grandchildren, that adult broth- 
ers and sisters must support one another and their families if 
housed under the same roof. The response has been a general re- 
volt on the part of the working people. They resent as unjust the 
imposition of regulations which force daughters to forego mar- 
riage and to deprive themselves of normal recreation, that cause 
sons to leave home, and which reduce the male head of the house 
to the indignity of dependence upon children who are scarcely 
more than boys and girls.’ There can be no question of the ten- 
sion and discord which the means test has introduced into family 
life. One might dismiss as overheated and partisan the recalci- 
trant behavior of the committees charged with the administration 
of transitional payments in Birkenhead, Durham, and certain 
areas in South Wales, and also the rioting in Belfast,® but the de- 
bates in the House of Commons leave no doubt of the fact that it 
has aroused genuine antagonism; Liberals and even Conservatives 
joined their denunciations with those of the Labour party. No 
less a person than the Catholic Archbishop of Birmingham con- 
schools throughout the country are already furnishing milk to children free or at 
a very low cost. At the meetings of the British Association for the Advancement of 
Science in September, Dr. J. B. Orr, in an address that attracted the interest of the 
whole assembly, made the plea that the time had come when the state should take 
a hand in the regulation of nutrition. If it were possible to improve health by proper 
diet, he argued, it was the business of the state to see that the essential foodstuffs 
were made available at prices which the poor could afford to pay. See Manchester 
Guardian Weekly, February 23, 1934, p. 152; March 16, 1934, p. 215; September 14, 
1934, P. 2109. 

55 Interesting autobiographical data are recorded in Memoirs of the Unemployed, 
by R. S. Lambert and H. S. Beales (London, 1934). The reaction on family life is 
strikingly portrayed in a recent novel by Walter Greenwood, Love on the Dole 
(London, 1933). 

%® New Statesman and Nation, N.S. IV (October 15, 1932), p. 435. 
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demned the means test as a disintegrating and hurtful influence.‘ 
Among all but the most radical sections of opinion it is recognized 
that it is impossible to carry on unemployment relief without some 
kind of a test of need. An assessment of resources based on the in- 
come of the individual family—husband, wife, and dependent 
minor children—would be accepted as sensible, but the assump- 
tion which underlies the present means test, that a man in need 
should turn first to his relatives for support, does not appear to be 
in accord with the realities of working-class existence. Parlia- 
ment has not heard the last of it. 

Second to the provision of income in a program for dealing 
with the unemployed is the necessity of maintaining their industrial 
fitness. Such provision follows four main types. First, education 
for younger men and women is justified as an end in itself. 
Second, training for specific occupations is an activity which, if 
it is to be successful, must presuppose the future employment of 
the pupil in the work for which he has been trained. The degree 
to which training schemes can be developed is, obviously, inverse 
to the degree of unemployment. Third, the provision of allot- 
ments and opportunities of occupation are valuable in so far as 
they contribute directly to the amenities of life of the unemployed 
while they relieve the monotony of enforced idleness. Physical 
exercises and games help keep men fit both physically and 
mentally. Finally, there is the provision of useful work; the most 
effective and the most difficult of all the solutions offered for the 
problems of the unemployed. 

The Act of 1934 recognizes the importance of providing work 
as well as income. Some extension of centers for training, occupa- 
tion, and recreation may be anticipated, but so long as the govern- 
ment holds its present attitude toward a program of public works 
the prospect of finding useful work for large numbers of unem- 
ployed men must depend upon the revival of demand from pri- 
vate business.** Some jobs will be supplied by local authorities, 


5? The Advent Pastoral Letter of the Roman Catholic Archbishop of Birming- 
ham, quoted in Parliamentary Debates, December 4, 1933 (5th Ser.), Vol. 283, 
Col. 1388. 

88 At the World Economic Conference, the President of the Board of Trade de- 
clared, “‘We have terminated our schemes for dealing with unemployment by way of 
capital expenditure works and we shall not reopen these schemes ” Quoted by 
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and the proposed housing program will undoubtedly stimulate 
building. So great has been the difficulty of placing men from 
training centers during the past years, that since 1931 the Min- 
istry of Labour has shifted its activities from training for employ- 
ment, to instruction and recreation. Mr. MacDonald has sought 
the aid of the National Council of Social Service in co-ordinating 
and stimulating schemes carried on under private auspices. A 
grant of £10,000 was voted by Parliament to aid this work, and 
an additional £12,500 was allocated by the Society of Friends in 
connection with their program for developing agricultural allot- 
ments.’? The trade unions immediately issued a statement refus- 
ing their co-operation and sharply criticizing the government for 
turning over public functions to private philanthropists. Never- 
theless, the results of voluntary effort have not been negligible. 
In March, 1933, 250,000 men and women were enrolled in 750 
towns and villages, and it is reported that the larger number of 
centers were providing opportunities for occupational, as distinct 
from purely recreational, pursuits. 

The money for meeting the cost of unemployment allowances 
comes from two sources, the local authorities and the national 
Exchequer. For the next three years each county or county 
borough must contribute an annual amount equal to three-fifths 
of the sum spent for the relief of unemployment (in the case of a 
“distressed” area this is exclusive of special grants made by 
Parliament) during the year March, 1932 to March, 1933. Be- 
cause of other concessions granted, the net result is a considerable 
saving for the local funds. The arrangement does not, however, 
equalize the burden of unemployment relief between one com- 
munity and another. The distressed areas still have to pay a 
much higher rate than areas in which unemployment is relatively 
light. It has been estimated that the rate for Merthyr Tydfil will 
be 8s. in the pound, while for Sheffield it will be half as much or 
less. Glasgow will pay approximately £410,000, while London, 


The Right Hon. Sir Archibald Sinclair, “Crossing the Floor,” Contemporary Review, 
CXLV (January, 1934), 8. 

89 Great Britain Ministry of Labour, Annual Report, 1932, Cmd. 4281 (1933), 
PP. 32-35; ibid. 1933, Cmd. 4543 (1934), p. 36. 

% Tbid., 1933, Pp. 41. 
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which is seven times as large, will pay almost £100,000 less, and 
Birmingham, a town of practically the same population, will pay 
only £38,000." No limit is fixed to the total expenditures of the 
Board. That will be subject to the vote of Parliament. The fic- 
tion, indulged so long under the extended insurance scheme, that 
somehow the cost of unemployment relief ought to conform to 
actuarial calculations, is finally dispelled. Maintenance of a mini- 
mum standard of living for the unemployed has become, like the 
maintenance of the army and navy, a national obligation. 

It remains only to evaluate the meaning of these changesin terms 
of social policy. The most significant feature of the recent legisla- 
tion is the centralization of finance and administration. One 
awaits with interest the development of the experiment of co- 
ordinating the work of a national board with widely varied local 
services, of reconciling the principle of national uniformity with 
the facts of local differences. The future of the Unemployment 
Assistance Board is equivocal. It may work tolerably well, in 
which case a Labour government may find it a useful tool. But 
the warning is clear. “If the Board is encouraged, or allowed, to 
operate in the Poor Law spirit, if new presbyter is old priest writ 
small, then the National government will pay heavily for their 
experiment.” On the point of principle, the issue between relief 
and maintenance has not been settled. It is doubtful if, in our 
society, relief for the unemployed can ever be satisfactory. In- 
come provided from public funds on a wide scale must be below 
the level of wages. Invidious conditions for the receipt of relief 
can scarcely be discarded. It is a trite observation that relief does 
not solve the problems of unemployment, but however trite, it is 
pertinent for a democracy, especially one in which working-class 
opinion is organized and articulate. The debates in the House of 
Commons on the Unemployment Bill indicate clearly the stresses 
that have developed in the economic and social structure. Unem- 
ployment can no longer be thought of as a problem of industry 


alone, it is a problem of politics. — a 


EVANSTON, ILLINOIS 
& Parliamentary Debates, November 30, 1933 (sth Ser.), Vol. 283, Col. 1169; 
December 18, 1933 (5th Ser.), Vol. 284, Col. 1054. 
6 New Statesman and Nation, N.S. VI (November 11, 1933), Pp. 573- 





CRISIS AND READJUSTMENT IN AUSTRALIA 


I. INTRODUCTION 


N EVERY general survey of the world depression it has 
been pointed out that its impact has fallen with special 
severity upon those countries where world conditions had 

encouraged the rapid development of agricultural and pastoral 
production, and the prosperity of which therefore depended to an 
unusual degree upon the maintenance at normal levels of the 
prices of the products of these industries. At the same time most 
of these countries were “new” countries, to which it was natural 
that in times of prosperity there should be a considerable flow of 
capital from abroad. Even if this inflow had been restrained with- 
in the most conservative limits, any sharp fall of prices was likely 
to impose a severe strain if the effort to keep up interest payments 
were to be maintained. Australia is an outstanding example of 
this type of economy. 

Wool, hides and skins, wheat and flour, dairy produce, meat, 
and metals have long been the most important of Australian ex- 
ports. These items accounted for 88 per cent of the total exports 
of Australian produce in 1927-28 and 1928-29, the remainder 
being made up of items like dried fruits, sugar, and timber. The 
total value of exports in these two years (including gold) was 
£141.2 millions and £141.6 millions, respectively—figures which, 
compared with the estimates of £452.9 millions and £447.8 mil- 
lions, for total recorded value of material production, and of 
£650.6 millions and £644.7 millions, for national income," indi- 
cate clearly the great importance for the Australian economy of 
the prices of these basic commodities. 

* No official estimates of national income are published. Statistics are compiled 
annually which give the value of material production in certain industries, but they 
are not exhaustive, even for material production, and exclude entirely the value of 
services not incorporated in physical goods. On the basis of these figures, however, 
rough estimates have been prepared (following Mr. J. T. Sutcliffe’s method) of the 
annual value of “home-produced income,” i.e., before adjustment for overseas 


liabilities for interest, etc. It is in this sense that the term “national income” is 
used above. 
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The public debt of the federal government amounted to £385.2 
millions on June 30, 1929, while at the same date the debts of the 
state governments totaled £718.8 millions, of which £159.8 mil- 
lions and £412.5 millions, respectively, had been floated outside 
Australia.? The distribution of employment had inevitably been 
strongly influenced by the continuous inflow of overseas capital, 
and any sudden cessation of this flow was certain to create serious 
transfer difficulties quite independently of the general economic 
situation. 

The oversea interest obligations of governments and semigov- 
ernmental bodies amounted in 1928-29 to nearly £29 millions 
sterling, and debenture interest and other fixed-interest payments 
on private investments would have brought the total up to more 
than £32 millions. It has been very roughly estimated that inter- 
nal fixed money claims amounted in 1928-29 to a sum in the vi- 
cinity of £90 millions. Internal and external fixed money claims 
thus amounted annually to about one-fifth of the total national 
income. Of the total, no less than £61 millions were obligations of 
the Commonwealth and state governments, and local governing 
bodies, either at home or abroad. 

The impact of the world-depression upon an economy of which 
these were the outstanding features was certain to be severe, and 
Australia’s efforts to extricate herself have an interest which ex- 
tends far beyond her own boundaries. 


2. DISTURBANCES FROM ABROAD 


The onset of depression was heralded by many of Australia’s 
predepression critics as just retribution for her economic sins in 
the prosperous twenties. While certain lines of policy had un- 
doubtedly been pursued to excess, and would have required some 
difficult readjustments during the next few years, it is a mistaken 
view to imagine that Australian economic policy was wholly or 
even mainly responsible for the Australian depression. Like most 
other depressions which Australia has suffered, it was transmitted 
from abroad. To say this is not to deny, however, that Australia 


? For the most part in London, but including also £17.2 millions and £30.8 
millions, respectively, floated in New York. 
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made, within the limits of her capacity, her proportionate con- 
tribution to world-causes; nor can it be denied that the extent 
and the course of the depression were in some important respects 
conditioned by domestic policy. Australia, unfortunately, had 
placed herself in a vulnerable position in the late twenties, and it 
would not have required a very severe recession in the outside 
world to initiate a major decline in Australia. 

The date of the first indications of depression abroad coincides 
fairly closely with the beginning of this decline. It is rather diffi- 
cult, in an economy so subject to seasonal changes, to place an 
exact date on the beginning of the “downturn” ; but there is ample 
evidence to show that it began to be felt in the third and fourth 
quarters of 1929. Bond prices declined in August and September, 
share prices in September and October, and wholesale prices in 
October and November. Retail prices followed with a lag of a 
month or so. More important, export prices, whose rapid drop 
from a minor peak in the early part of 1928 had been temporarily 
arrested in the third quarter of 1929, resumed their downward 
course in September. The trade-union unemployment percent- 
ages, already abnormally high, jumped from 1o.o to 12.1 in the 
third quarter of the year, to 13.1 in the fourth quarter, and then 
proceeded to increase to unprecedented levels. 

To those with some knowledge of the timing of events overseas, 
it will at once be evident that Australia’s response to the initial 
impulse of world-disturbance was at least prompt. Prompt though 
it was, its apparent synchronization with the American stock- 
market crash is not of great significance, for the two primary 
causes of the Australian collapse were rather earlier in origin. 
These two primary causes were the precipitate fall of the world- 
prices of Australia’s major export commodities, and the closure 
of the London long-term money market. Both led, directly and 
indirectly, to serious disequilibrium in the balance of overseas 
payments, to a rapid shrinkage in the national income, and to 
rapidly increasing unemployment; huge budgetary deficits fol- 
lowed, which in their turn became an important factor intensify- 
ing the loss of confidence and general business paralysis. 

Oversea long-term borrowings by the Commonwealth and state 
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governments, though very irregular from year to year, had aver- 
aged £353 millions annually in the three years ending in June, 
1928, and £173 millions in the three years before that. A good 
deal of British and American capital was also being invested pri- 
vately in Australia in these years. It is probably a sufficiently 
true, though rough, generalization to say that, during the years 
immediately preceding the depression, oversea capital was being 
invested in Australia at a rate more than sufficient to balance net 
oversea interest and dividend payments of some £30-£34 mil- 
lions, and an average import surplus of nearly £10 millions. 

At the same time the expenditure of the Commonwealth and 
the state from loan funds was very heavy, averaging about £40 
millions annually (net) in the six years ending 1928-29. Much of 
this loan expenditure had been made possible by the borrowings 
from overseas, particularly in the later years. In January, 1929, 
however, long-term borrowing overseas by governments, except 
for conversion and redemption purposes, came to an end. London 
decided that Australia had borrowed enough, and left her to her 
own resources and what temporary short-term accommodation 
she might be able to secure. Loan expenditure consequently 
dropped in 1929-30 by £10 millions, and by another £15 millions 
in the following year. At the same time the investment of long- 
term capital in Australia by oversea corporations and individuals 
contracted rapidly, and added to the problem which the cessation 
of government borrowing had created. 

The decline in Australian export prices came at about the same 
time. The export-price index-number for May, 1928, stood at 
107.3 (1928=100), but by December it had declined to 93. Six 
months later it was down to 78.7, and the decline continued with 
some interruptions until the index reached its lowest point of 51.1 
in January, 1931.3 Import prices did not decline nearly as rapidly 
or as far as export prices. No satisfactory import-price index is 
yet available, but it has been estimated that the fall from the 1928 
level, in terms of sterling, was not more than 30 per cent even up 


3 These are the index-numbers in Australian currency. If Australian prices of ex- 
ports are converted into sterling, the index-number would be 42.9 for January, 
1931, reaching its lowest point of 39.6 in August, 1931. In terms of gold currency, 
the minimum of 29.3 was not reached until March, 1933. 
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to the beginning of 1933. In 1930 the fall from the 1928 level was 
probably less than ro per cent, and in 1931 less than 25 per cent. 
These declines are in striking contrast with declines in the sterling 
export price level of 1928 of 40 and 50 per cent, respectively, in 
1930 and 1931. 

Partly as a result of the failure of import prices to decline rapid- 
ly, partly as a result of an increasing measure of protection, and 
partly as a result of initial resistance to wage-reduction, the prices 
of most commodities purchased by export producers were very 
slow to fall. Interest rates also remained high for the best part of 
two years, and added considerably to the difficulties of exporters 
in adjusting themselves to the low price levels which prevailed. 
The balancing of oversea payments in 1928-29, the earliest year 
for which a detailed survey has been attempted, was not achieved 
easily, recourse to much short-term borrowing being necessary. 
In that year, however, recorded exports of merchandise, together 
with the current production of new gold, amounted to slightly 
over £140 millions, having increased to that figure from about 
£135 millions in 1926-27. Recorded imports of merchandise to- 
taled a little over £143 millions, and had decreased from £164 mil- 
lions in 1926-27. In 1929-30 exports of goods and newly won gold 
dropped by £40 millions, the usual long-term borrowings of about 
£30 millions were not available, and some £3} millions of long- 
term securities had to be repaid. At the same time imports of 
merchandise were reduced by only £12} millions. The net debit 
for the year 1929-30 on current movements of goods, services, and 
new gold production was nearly £72 millions sterling—a colossal 
figure for a population of little more than six millions.‘ 

The effect of the disturbances on the national income was little 
less severe. From an estimated value of £645 millions in 1928-29 
it shrank to £566 millions in 1929-30, and to £460 millions in 
1930-31—a decline of nearly 30 per cent in two years. Meanwhile 
the trade-union unemployment percentages rose from an average 
of about 10 per cent in 1928-29 to 18.5 per cent in the second 
quarter of 1930 and to 27.6 per cent in the second quarter of 1931. 


4 Making allowance for differences in population a comparable figure, at present 
rates of exchange, for the United States would be about $5,470,000,000. 
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Even at these levels the figures were suspected of understating the 
decline in aggregate employment. 

With these developments it was not surprising that government 
revenues should decline and government expenditures increase. 
Budgets were already out of equilibrium, the aggregate net defi- 
cits for the Commonwealth and the states together being £64 
millions in 1927-28 and £5} millions in 1928-29. In 1929-30 ag- 
gregate deficits rose to nearly £10} millions, and to nearly £254 
millions in 1930-31. On then current estimates they threatened to 
reach over £40 millions in 1931-32. Taken in conjunction with 
the general economic outlook, it will be realized that the contribu- 
tion of government finances to the feeling of instability was of no 
mean order. 

3. EARLY EXPEDIENTS 

Australians are by nature a casual people. It took them a full 
twelve months to realize that they had this time to face more than 
a mere temporary recession of that prosperity which fortune had 
showered upon them in the progressive twenties. It took them 
the best part of another year before a comprehensive plan for 
dealing with the crisis had been agreed upon and put into effect. 

In the meantime, however, the governments and the banks did 
not sit idly by. As the seriousness of the situation began to be 
realized, certain tentative steps were taken to meet the more im- 
mediately pressing problems. As early as October, 1929, the Com- 
monwealth Bank Board, aware of the difficulties of maintaining 
oversea exchange reserves, and with the rate of exchange then 
already above the gold-export point, urged the Commonwealth 
government to pass legislation giving it control over all the re- 
serves of gold held in Australia. At the same time the Board vol- 
unteered the information that it was “‘.... of the opinion that 
the last resource which should be adopted would be any course 
which meant even temporary departure from the operation of the 
gold standard on the part of Australia,’’ and strenuous efforts were 
made to prevent any movement of the sterling exchange from the 
traditional par. In the following month this “last resource” was 
adopted when the Bank Board was given power to prohibit the 
export of gold except under license; the Board nevertheless felt 
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itself free in its report of January, 1930, to reiterate that “.. . . it 
could not possibly desire to advise any action which would savor 
of Australia departing from the gold standard.” 

In the same report the Board stated: 

As it stands today . . . . the position is already one of embarrassment in 

regard to meeting external payments, and there are no justifiable expedients 
which can be adopted to meet the situation, excepting the determination 
to drastically reduce the importations of things nonessential, until such 
time as we are again in a position to pay for these from oversea surpluses the 
result of production. 
Sterling exchange was at this date nominally at a premium of 13? 
per cent, but the banks were already rationing exchange to im- 
porters, and an “outside market” in foreign exchange was begin- 
ning to develop. In April, 1930, the Labour government of the 
Commonwealth, faithful to its protectionist principles, came to 
the rescue with special customs surcharges of 50 per cent of the 
existing rates of duty on 132 items of import, and with a proclama- 
tion prohibiting the importation of seventy-eight other “non- 
essential” items. It had already, in November, 1929, and again 
in December, introduced amending schedules to the customs tar- 
iff, providing for increased duties over a wide range of commodi- 
ties, and additional amendments were introduced in June, July, 
November, and December, 1930, and in March and July, 1931. 
In July, 1930, the government also imposed a so-called primage 
duty of 2} per cent on all imports. This was increased to 4 per 
cent in November and, with certain exemptions, to ro per cent 
in July, 1931. 

In the year 1929-30 net exports of gold amounted to nearly £27 
millions sterling; and in the first six months of 1930-31 a further 
net export of £63 millions took place. Short-term credits had also 
been raised in London, and imports of merchandise had begun to 
decline in the early part of 1930. Nevertheless, during 1930 the 
banks’ quoted rate of exchange continued to rise’ in consequence 
of continued competition from the “outside market.” Govern- 

5 The “rate of exchange” in Australia means the price in £ Australian of £100 
sterling. Hence a “rise” in the exchange rate signifies a depreciation of the “£A” in 


terms of the “£Stg.” It is only in recent years that direct rates with other curren- 
cies have been publicly quoted. 
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ments were beginning to find difficulty in securing sufficient ster- 
ling funds to meet their oversea commitments. An “exchange 
pool” was therefore formed in September, with the approval of 
the Loan Council,® giving priority to the service of the oversea 
debt. The rate of exchange on sterling moved up again in the 
following month, however, to a premium of 9 per cent. By the 
end of the year the premium in the outside market had risen to 
from 18 to 22 per cent. The trading banks, led by the Bank of 
New South Wales, at last faced the situation, and raised their 
rates in successive steps during January, 1931, to a premium of 
303 per cent on sterling. 

In the same month another very important step was taken, 
when the Commonwealth Court of Conciliation and Arbitration 
decided that in addition to the automatic nominal wage reduc- 
tions which would follow the downward course of retail prices and 
rents, further changes should be made in the wage rates under its 
jurisdiction involving a 10 per cent reduction in real wages. 

The system of wage regulation which has played such an im- 
portant part in Australian economic life for many years has fre- 
quently been criticized both inside and outside Australia on the 
ground that it introduced elements of rigidity which would make 
difficult, if not impossible, rapid adjustment to any change in the 
foundations of the Australian economy. The Australian wage 
structure is certainly still far from displaying that delicacy and 
elasticity which would delight the hearts of those who admire the 
free working of a flexible economic system, but the history of re- 
cent years has shown clearly that the fears of the critics were ex- 
aggerated, for prompt adjustments have been made at least as 
easily in Australia as in most other parts of the world. The index 
of nominal wage rates for adult males (base, 1928 = 1,000) fell until 
in the fourth quarter of 1933 it reached 800. Throughout this 
period, however, the downward movement of retail prices was 
roughly parallel to the movement of wages, so that apart from 
the increased risks of unemployment real wages have apparently 
moved very little. 

* The Council, which consists of ministers representative of all the governments, 


federal and state, controls the public borrowing which is directly undertaken on be- 
half of the governments. 
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The rise of the exchange rate and the reduction of “real” wages 
are two important elements in the program which an observer, 
looking back from 1934, can piece together as constituting the 
Australian “plan” for recovery from the depression. There re- 
main to be considered the other elements which were later em- 
bodied in the famous Premiers’ Plan of June, 1931. Their impor- 
tance will be more easily appreciated if we survey the cross-cur- 
rents of thought and opinion which were influential during this 
period. 

4. THE GROWTH OF ECONOMIC OPINION 

The contribution of the Bank of England, though not first in 
time, may conveniently be considered first. From the early part 
of 1930 discussions had been taking place between the Bank and 
the Commonwealth’s advisers in London, in the hope that some 
assistance might be forthcoming for the financing of oversea obli- 
gations. As the Bank felt that it required more information than 
was available in London, it suggested that a representative might 
be sent to Australia. An invitation from Mr. Scullin, the Labour 
prime minister, followed, and Sir Otto Niemeyer, accompanied by 
Professor T. E. Gregory, arrived in Australia in July, 1930, “to 
study the situation and discuss the whole subject with the Gov- 
ernment.” 

Sir Otto’s advice was set forth in a statement made to the Pre- 
mier’s Conference in Melbourne in August, 1930, which Sir Robert 
Gibson, chairman of the Commonwealth Bank Board, also at- 
tended. Sir Otto declared: 


Australia is off Budget equilibrium, off exchange equilibrium and faced 
by considerable unfunded and maturing debts, both internally and external- 
ly, in addition to which she has on her hands a very large programme of 
Loan works for which no financial provision has been made 
the] deeper economic causes, . . . . by a series of accidents, chiefly the liberal- 
ity of lenders and accidental high prices for Australian exports, Australia 
has so far been able to remain aside from the general trend of world condi- 
tions, and to maintain a standard of costs which the rest of the world have 
long since found to be impossible Australia has to adjust herself to a 
world economic situation more disadvantageous to herself than in the last 
decade. 


Sir Otto’s prescription for immediate action was budget-bal- 
ancing, cost-cutting, and the gradual liquidation of outstanding 
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obligations in London. “Australia,” he added, “cannot wish to 
remain forever under a régime of emergency tariffs and rationed 
exchange. She has to emerge from that position, and to show 
signs of progressing towards emergence.” 

Sir Otto’s deflationary medicine was not very palatable, but 
the anxious patients swallowed the first dose. Such was the voice 
of authority that the assembled ministers of the states and the 
Commonwealth declared “their fixed determination” to balance 
their budgets in 1930-31 and future years, to raise no further over- 
sea loans until existing short-term indebtedness overseas had been 
dealt with, and to prune public-works expenditure to those fully 
reproductive of interest and sinking fund. While accepted by all 
governments, each was to be left to carry out the details of the 
policy in its own way. This was the famous “Melbourne Agree- 
ment,” the good ship “Good Intentions” which bore Sir Otto back 
to London. 

The main contribution of thé Australian economists to the solu- 
tion of Australia’s difficulties came shortly after the Melbourne 
Agreement. From the early months of 1930, however, they had 
done much to focus public attention on the seriousness of the 
issues involved. Starting from the undoubted loss of income from 
abroad, various estimates were made of the supplementary losses 
which were likely to follow in its train. There are few provinces in 
economic theory which are so obscure, and at the same time have 
so much practical importance, as that which deals with the theory 
of repercussions, a subject to which many recent writers have 
paid so much attention; and it is scarcely a matter for surprise 
that there was some divergence between the conclusions to which 
the first tentative forays in this field appeared to lead. They were 
nevertheless useful in drawing attention to the intimate associa- 
tions which bound together the depressed industries and the other 
parts of the economy. The view began to crystallize that the res- 
toration of equilibrium demanded some “spreading of the losses” 
of the depression over the whole community. In this connection 
much was said from time to time about “equality of sacrifice” —a 
phrase which is obviously fair game for the social satirist. The 
slogan no doubt had its value in inducing fixed-income receivers 
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to accept with reasonable grace income reductions which in any 
case were probably inevitable. In the ears of those on the lowest 
income levels it had a less attractive sound. 

The policy which was eventually hammered out by the econo- 
mists provided a via media between the extremes of inflation and 
deflation, a free rate of exchange, and some credit expansion, on 
the one hand, and, on the other, wage and interest reductions, in- 
creased taxation, and contracted government services. The out- 
lines of this plan were at first, however, only obscurely apprehend- 
ed; and some time elapsed before the interrelations between its 
various aspects were fully realized. In June, 1930, there appeared 
the first ““Economists’ Manifesto,” a public statement by a repre- 
sentative group of economists calling for concentrated effort in re- 
ducing costs of production and balancing budgets, increased taxa- 
tion on property incomes, and a new basis for regulating wage 
rates. They frowned on drastic tariff increases and import em- 
bargoes, and claimed: 

The immediate difficulties of the present time would . . . . be increased 
by a credit policy directed to the rapid re-establishment of parity in the 
London exchange. Until the position clears we consider that free movement 


in overseas exchange will lessen the immediate evils, but remedy for our 
troubles is not to be found in exploitation of the note issue. 


Movement toward the policy which was ultimately adopted 
appeared much more explicitly in “A Plan for Economic Read- 
justment,” submitted to the Commonwealth treasurer a few 
weeks after the Melbourne Agreement by Professors Giblin and 
Copland and Mr. E. C. Dyason. They found that the main bur- 
den of the depression had so far been borne by the export pro- 
ducers, by investors in company stocks, and by the unemployed. 
The first task was to distribute the first loss “fairly” among all 
classes ‘‘according to their capacity to bear the burden’’; the sec- 
ond, “by a sound monetary policy to restore industry and employ- 
ment, and thus to counteract the repercussions from the first loss 
of income and to provide a means of escape from the indirect 
losses.” They viewed the existing drift toward a deflation of the 
Australian price level with apprehension. Wages would lag behind 
prices and produce widespread unemployment. A further decline 
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in national income would reduce government revenues and inter- 
fere with the balancing of budgets. The burden of interest and 
other fixed payments would increase, and would require a steadily 
increasing tax on income from property. Money wage rates might 
have to be reduced up to 30 per cent, and this could not be ac- 
complished without serious social unrest. The fall in exporters’ 
costs could not be rapid enough to save the marginal producers, 
and thus the deficiency in the balance of payments would be ac- 
centuated. Since strict control of credit would be essential to de- 
flation, private enterprise would be embarrassed by the impossi- 
bility of securing accommodation for new productive undertak- 
ings, and the existing credit structure of the trading banks would 
be undermined by the depreciation of their assets. 

These were suggested as the probable consequences of undiluted 
deflation. The alternative policy recognized that some deflation 
of incomes was necessary in order to absorb the loss occasioned by 
the changed terms of international trade, but looked to a gradual 
restoration or “reflation” of price levels to smooth the path of 
readjustment to the new conditions. 

The main details of this policy were set out under four main 
heads: 


1. A graduated reduction of all Parliamentary and Public Service Salaries 
to average Io per cent; such action as was possible to the political authori- 
ties to bring about a rapid reduction of “real” wages of about 10 per cent; 
and a graduated super-tax on income from property to average 10 per 
cent. 

. The Commonwealth Bank to buy and sell sterling exchange at a premium 
of not less than 20 per cent, and to maintain the rate at a sufficiently high 
level until London exchange reserves should be fully restored. 

. An announcement by the trading banks that advances would be available 
on all sound security, and assurances by the Commonwealth Bank that 
credit and cash reserves would be available to support this policy. 

. Commonwealth Bank policy to be directed towards the maintenance of 
stable prices, as measured by the complete retail price index, at the level 
of 1929 (which was about 4 per cent above the last published figure). 
The Bank was to purchase Government securities and increase the note 
issue so far as should be required to sustain the cash reserves of the trad- 
ing banks. 
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This program was submitted as the outline of a method of ap- 
proach to a situation which was changing almost daily, rather 
than as a rigid and unalterable plan. It was supported, however, 
by a close analysis of its anticipated effects on all sections of the 
community; its authors were emphatic that the exchange rate 
should be left elastic for some time, and that devaluation should 
not be hastily attempted. Subject to these reservations, it was 
recognized that the working-out of the plan would have to be 
studied continuously in the light of changing circumstances by 
the Board of the Commonwealth Bank. 

The plan, which has obvious resemblances to that which was 
adopted later, appears to have been pigeonholed at the time of its 
submission, though it was brought to light and quoted with ap- 
proval by Mr. Theodore, the federal treasurer, when submitting 
his Fiduciary Notes Bill in March, 1931. It was followed, how- 
ever, by the economists’ “Second Manifesto,” published on Janu- 
ary 19, 1931. They pointed out that the fall in the national income 
was still going on, “partly due to a further fall in export prices, 
but more to a failure to take the necessary measures to promote 
recovery.”’ The loss was then estimated to be of the order of 25 
per cent; and so long as the pooling of this loss remained incom- 
plete, recovery would be delayed. Recovery depended on a re- 
newal of confidence and increased production, for which three 
things were necessary—treduction of costs, the balancing of budg- 
ets, and the improvement of external and internal prices. The 
three primary steps to be taken were therefore: 

1. A reduction in the rates of real wages of at least 10 per cent and a sub- 
stantial reduction in interest rates. 

. Reduction of public expenditure, chiefly of salaries and wages, but also 
some reduction of expenditure on social services. 

. Allowing foreign exchange to go to the natural price, which would give 
some check to the downward movement of internal prices, and help the 
export producer.’ 


7 It is of interest to notice that the reduction of 10 per cent in real wages by the 
Commonwealth Arbitration Court was announced on January 22 (p. 760 above). 
The premium on sterling exchange had risen from 9 to 15$ per cent on January 6 
to 18} on the 13th, and to 254 per cent on the 17th. On January 29 it rose to its 
maximum of 30} per cent. 
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5. THE PREMIERS AND THEIR PLANS 


In the meantime Labour opinion was hardening against the 
ideas on which the Melbourne Agreement had been based, and 
was swinging definitely toward a policy of “credit-creation” at 
home and postponement of interest payments abroad. In Octo- 
ber, 1930, Mr. Lang, leader of the state Labour party in New 
South Wales, won a decisive victory at the elections with opposi- 
tion to the Melbourne Agreement and revision of the oversea debt 
burden as the main issues. The federal Labour caucus was also 
seeking to have its “inflationary” proposals adopted by the feder- 
al government, for the time being unsuccessfully. At the same 
time the budgetary position of the governments was becoming 
worse, and they were beginning to find it difficult to secure all the 
bank accommodation they desired. 

In February, 1931, the governments met again in conference 
at Canberra. There was no lack of plans. A committee appointed 
by the Loan Council, consisting of the chairman of the Common- 
wealth Bank Board and the senior treasury officials, and assisted 
by Professors Brigden, Hytten, and Shann, had presented a report 
analyzing the budgetary and economic situation. A supplemen- 
tary report, which dealt with proposals for action, and was signed 
by four of the state treasury officials only, emphasized the urgent 
necessity for a reduction of government expenditures from reve- 
nue by about £15 millions, and extreme moderation in expendi- 
tures from loan funds. It nibbled at further taxation of incomes 
from interest, deplored the avenue to inflation left open by treas- 
ury-bill finance, defended the existing policy of the trading banks, 
and was only prepared to admit that the then “panic” rate of ex- 
change was of value while the process of readjustment was in 
progress. In brief, it was conservative and deflationary in tone, 
and hardly likely to secure unanimous acceptance. 

Mr. Theodore chose this opportunity to propose a reduction of 
government expenditure combined with a bold policy of credit 
expansion, aiming at a restoration of the price levels of 1929. Be- 
fore Mr. Theodore’s discussions with the bankers were completed, 
Mr. Lang produced his bombshell in the following “comprehen- 
sive scheme”’: 
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. That the Governments of Australia decide to pay no further interest to 
British bond-holders until Britain has dealt with the Australian overseas 
debt in the same manner as Britain settled her own foreign debt with 


America. 
. That, in Australia, interest on all government borrowings be reduced to 


3 per cent. 

. That immediate steps be taken by the Commonwealth Government to 
abandon the gold standard of currency, and set up in its place a currency 
based upon the wealth of Australia, to be termed “the goods standard.” 


The Lang plan was unhesitatingly rejected by the conference. 
Mr. Theodore continued his discussions with the Commonwealth 
and trading banks, proposing specifically: the extension of bank 
credit to existing and new industries; stabilization of the whole- 
sale price index at the level of 1925-29; open-market purchases of 
government bonds by the Commonwealth Bank until their value 
should be restored to a 5 per cent basis; the funding of govern- 
ment overdrafts accompanied by the provision of reserve bank 
credit or notes up to one-third af the amount of this issue held by 
the trading banks; a public loan as early as possible to finance 
farm-relief measures and some expansion of public works, to be 
underwritten by the Commonwealth Bank and supported by the 
trading banks; substantial reduction of bank deposit and advance 
rates; a free exchange rate and maintenance of the exchange pool, 
with licensing of exports and of capital transfers if necessary; re- 
duction of the banks’ “turn” on exchange transactions; an early 
attempt to fund the London short-term debt; and rigid economy 
in state and Commonwealth expenditure. 

The response of the Commonwealth Bank was rather less blunt, 
as Mr. Theodore put it, than that of the trading banks; but it 
boiled down to very much the same thing, and Mr. Theodore was 
unable to obtain banking co-operation for his plan. The next day 
he submitted a resolution embodying his famous proposal for an 
issue of fiduciary notes, to provide £12 millions for public works 
and £6 millions for a bounty on wheat production and the relief 
of specially distressed wheat-growers. The resolution ended: 

As the Commonwealth Bank, through the Chairman of Directors, has 


informed the Commonwealth Government that the bank cannot provide 
the necessary funds for the whole of these purposes under existing legisla- 
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tion,* the Commonwealth Government should introduce the necessary legis- 
lation to create an issue of fiduciary currency? to be devoted to such purposes, 
to be covered by loans raised from the public from time to time. 


Only Victoria and South Australia supported Mr. Theodore’s 
resolution, which was lost. A bill was subsequently introduced 
into the federal Parliament, but was rejected by the Senate, and 
the “fiduciary issue” became an election issue in December, 1931. 
Mr. Scullin was decisively defeated by the newly constituted 
United Australia party, under the leadership of Mr. Lyons, who 
in January of the same year had resigned from Mr. Scullin’s 
ministry. 

The final result of the February conference was a short-lived 
“National Emergency Plan” aiming at “(a) re-absorption in in- 
dustry of workers at present unemployed, (+) maintenance of na- 
tional solvency, (c) restoration of budget equilibrium, (d) an 
equitable spread of the loss of national income over all sections of 
the community.” All this was to be achieved by a three-year 
plan involving “co-operation” of the governments and the banks 
to restore industry, rigid economy in all government expenditure, 
the reduction of salaries and wages in the government services to 
the extent of the fall in the cost of living, a flat-rate tax of 17} per 
cent imposed at the source on interest from government bonds of 
all kinds, and an exhortation to all the banks to reduce the rates 
of interest on deposits and advances. 

The situation rapidly became worse. Revenues continued to 
fall, and increasing difficulty was found in meeting oversea obliga- 

8 It is difficult to understand what legislation the chairman had in mind as pre- 
venting the Commonwealth Bank from making such advances as it thinks fit. 
Possibly he contemplated the possibility of such loans as Mr. Theodore was asking 
for leading to an increased demand for notes which might endanger the maintenance 
of the legal reserve proportion. At this time the reserve proportion had fallen to 
33-7 per cent compared with the legal minimum of 25 per cent. 

° Curiously enough, the phrase “fiduciary issue” appears to have been suggested 
to the government first by the Commonwealth Bank. Mr. Scullin told Parliament 
in March that “when the Government discussed with the Commonwealth Bank 
Board the question of making further advances, it was told that that could not be 


done under existing legislation, and that it could be made possible only by parlia- 
mentary sanction of a fiduciary issue” (Hansard, CX XVIII, 274). 
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tions. In March, Mr. Lang attempted to reduce all internal inter- 
est rates in New South Wales to prescribed levels, including 3 per 
cent on the state’s bonds, but his bill was shelved by the Upper 
House. April was even more eventful. Mr. Lang defaulted on 
interest payments, and the Commonwealth had to pay. A run on 
the Government Savings Bank of New South Wales followed, and 
it had to close its doors. In the same month the chairman of the 
Commonwealth Bank Board wrote to Mr. Theodore, as chairman 
of the Loan Council, setting a limit of £25,125,000 on short-term 
advances in London, and £25 millions on short-term advances in 
Australia, to all governments. This was only a few millions in 
excess of existing advances. As it was estimated a few weeks later 
that the combined budgets were losing ground at the rate of about 
£41 millions” a year, the limit was perilously close. 

This brought the crisis to a head. A subcommittee of the Loan 
Council was formed to report in May, with “power to co-opt the 
services of economists and such other advisers as it may deem 
fit.” This subcommittee in turn appointed a Committee of Under- 
treasurers and economists, under the chairmanship of Professor 
D. B. Copland." Out of the report of this Committee was finally 
hammered the “Premiers’ Plan.” 

The general nature of the plan may be sufficiently illustrated 
by an extract from the Official Report. After calling attention to 
the imminence of public default and its effects on the social struc- 
ture, the governments declared: 

The Conference has adopted a plan which combines all possible remedies 
in such a way that the burden falls as equally as possible on every one, and 
no considerable section of the people is left in a privileged position. This 
sharing of the burden is necessary to make the load more tolerable; it is still 
more necessary, because only on this condition will it be possible to get the 
combined effort required. 

The plan has been adopted by the Conference as a whole, each part of 

© Roughly equivalent, at present rates of exchange, for the United States popu- 
lation, to $3,100,000,000. 

The economists on the committee were Professors Copland, Giblin, Melville, 
and Shann; the Undertreasurers represented all states except New South Wales. 
(Note.—The Undertreasurers are the permanent official heads of the state treasur- 
ies.) 
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which is accepted on the understanding that all the other parts are equally 
and simultaneously put into operation. It embraces the following meas- 
ures :— 


a) A reduction of 20 per cent in all adjustable Government expenditure, as 
compared with the year ending 30th June, 1930, including all emoluments, 
wages, salaries, and pensions paid by the Governments, whether fixed by 
statute or otherwise, such reduction to be equitably effected; 

b) Conversion of the internal debts of the Governments on the basis of a 
22} per cent reduction of interest; 

c) The securing of additional revenue by taxation, both Commonwealth 
and State; 

d) A reduction of bank and Savings Bank rates of interest on deposits and 
advances; 

e) Relief in respect of private mortgages. 


These proposals require the greatest effort in economy and taxation which 
the Conference considers it safe to attempt. The effect will be still to have a 
gap of from £13,000,000 to £15,000,000 to be covered for a time by borrow- 


ing. 


The plan was in substantial accord with the recommendations 
of the expert committee. The economies to be effected were esti- 
mated at £12 millions, including a 20 per cent reduction in salaries 
and wages and most war pensions, and 12} per cent reduction in 


invalid and old-age pensions. The 22} per cent cut in bond inter- 
est was expected to yield (after concessions to borrowers from the 
governments) a further net £5} millions. An increase in the sales 
tax from 2} to 5 per cent (actually 6 per cent) and the primage 
duties from 4 to 10 per cent were designed to raise £6} millions, 
and increases in the federal income-tax £1} millions. With some 
small loss from the existing supertax on bond interest, increased 
taxation was thus to return a net £73 millions, while it was con- 
templated that another £2 millions “‘could be secured” as a last 
resort by leveling up state income taxes. 

The general object in view was an all-round reduction of 
nominal incomes from the predepression level by 20-25 per cent— 
a reduction justified by the actual fall in wage rates under federal 
awards of rather more than 20 per cent. It was contemplated by 
the Committee that this reduction should be extended to all 
salaries and wages, and there should not be a “premature return 
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to the old par of exchange between sterling and the Australian 
pound,” and that the conversion should be accompanied by a 
simultaneous reduction of bank interest rates and mortgage rates. 
The plan was thus, in conception, and ultimately in execution, 
considerably more than a mere budgetary operation, important 
as the budgetary problem was at the time. 

The two new features of special interest were the conversion of 
the internal debt and the reduction of interest rates in private 
contracts. 

The Committee had considered alternatives to a conversion, 
such as inflationary action on the price level, and a higher tax on 
property incomes. An inflationary policy was rejected on the 
ground that it “would soon get out of hand and bring about a 
collapse of the currency”; higher property taxation, because it 
was feared that it would raise private interest rates and prejudice 
subsequent conversions. In support of its choice of a conversion 
the Committee stated: 

In normal times breach of contract would constitute an insuperable ob- 
jection, but, fundamental as is the sanctity of contracts, it must not be over- 


looked that insistence on their fulfilment to the letter might, in present cir- 
cumstances, force the debtor governments into a policy that would surely 


destroy the value of the bond. Generally, breach of contract would cause 
lack of confidence, and would set up a flight of capital from the country sub- 
jecting investors to it. But when the alternatives are inflation and default, 
or taxation of an equal or probably greater severity, holders of fixed money- 
claims may find it wise to accept a variation of their contracts which is less 
onerous than taxation, and insures them against the greater loss of total 
default. 


Ninety-seven per cent of them did find this course a wise one. 
A huge conversion loan was immediately launched, supported by 
all parties, and out of the total internal debt of £558 millions.” 
£541 millions was voluntarily converted. Any account of the con- 
version scheme which emphasized its voluntary character would, 
however, involve some metaphysical subtlety in the use of terms 
which the historian of the future may find it difficult to appreciate. 
The threat of compulsion was kept discreetly in reserve, and the 


™ Roughly equivalent, at present rates of exchange, for the United States popu- 
lation, to $42,400,000,000. 
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balance of the internal debt was in fact compulsorily converted 
later, with some redemptions of the securities held by persons in 
necessitous circumstances. The bonds had been quoted on the 
market on a 9 per cent basis in May, 1931. In June they were 
quoted at panic prices. By December they had recovered to a 5 
per cent basis; and they are now quoted to yield less than 3} per 
cent, at which rate new money is freely available. 

The reduction of government bond and private interest rates 
had more than one motive. A reduction in the burden of fixed 
money-claims was sought both as a means of inducing the wage- 
earner and the pensioner to acquiesce in the sacrifices demanded 
of them, and in order to reduce the heavy load of interest charges 
on industry. Negotiations with the banks led to a considerable 
reduction of interest rates on deposits and advances, which has 
been carried out in several stages. Some people have maintained 
that the process of reduction was too slow, and has not yet gone 
far enough, but the reductions have certainly been substantial. 
Rates payable on fixed deposits in June, 1931, ranged from 4} to 
5; per cent; by August, 1934, these figures had fallen to 1} to 
22 per cent. At the same time the overdraft rate fell from about 
7 to a maximum of 5 per cent and in all states legislation has been 
passed designed to reduce private mortgage interest by approxi- 
mately 22} per cent. 

The Premiers’ Plan was adopted on June 10, 1931, but several 
months elapsed before it was possible to estimate fully its capacity 
for stimulating recovery. The situation was especially compli- 
cated by the conflicts between the federal government and the 
state government of New South Wales, which culminated in the 
dismissal of Mr. Lang, the premier of New South Wales, in May, 
1932. The history of these months raised grave constitutional 
issues with which the economist as such is not required to concern 
himself. Most Australians have emphatic opinions about the 
merits or demerits of Mr. Lang; the economist may content him- 
self with one observation: the behavior of the business world be- 
fore and after Mr. Lang’s dismissal shows that, in a community 
where decisions about investment rest in the hands of a compara- 
tively small number of men, the opinion which these men form 
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about the personnel and policy of the government of the day have 
a much more direct effect upon economic development than a 
simple-minded reader would gather from a perusal of elementary 
textbooks on economics. 


6. EFFECTS OF THE PREMIERS’ PLAN 


The trend of thought in Australia during this period has been 
analyzed in greater detail than will be necessary with reference to 
more recent events. Some of the proposals to which reference has 
been made had no immediate practical effect at the time, but 
they cannot be overlooked by anyone who wishes to understand 
fully the background within which the plan ultimately adopted 
was conceived. The extent to which the Premiers’ Plan may be 
regarded as successful will appear from a brief survey of subse- 
quent events in the different fields where the effects of depression 
had been most obvious. 

The authors of the Premiers’ Plan appear to have contem- 
plated a more rapid restoration of balanced budgets than has in 
fact turned out to be possible. The Commonwealth government, 
it is true, has had surpluses during the last three years, and a 
further small surplus is estimated for the current financial year. 
The state deficits have also been substantially reduced; but while 
they amounted to £20.8 millions in 1931-32 and were reduced to 
£8.6 millions in 1932-33 and £6.9 millions in 1933-34, for 1934—- 
35 they were still estimated at nearly £6 millions. It should be 
remembered, however, that throughout this period the statutory 
contributions to sinking funds averaging £8 millions annually 
have been made without any interruption. Budget deficits have 
been financed by the use of treasury bills taken up by the Com- 
monwealth and the trading banks, the rate of interest payable 
having been reduced from 6 per cent in October, 1930, to 2} per 
cent in February, 1934. The quarterly average of Australian 
treasury bills outstanding rose from £9 millions at the end of 1930 
to £51,290,000 in the first quarter of 1933, and has since been a 
little reduced. The depreciated exchange indeed demanded a cor- 
responding degree of internal inflation, and treasury-bill finance 
has been the most effective weapon for carrying through the in- 
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ternal expansion of credit which was necessary. There has been 
some pressure recently for further expansions of treasury-bill 
finance, but the Commonwealth Bank has resisted this move- 
ment. Any further issues during the current year have been made 
conditional upon the funding of an equivalent amount before the 
year is over; and the Bank has indicated that any further deficits 
must be financed by loans raised on the open market. Since 
February, 1933, treasury bills have not been available for loan 
expenditure, which must be financed from the open market, and 
since June of this year the Commonwealth Bank has withdrawn 
the guaranty of treasury-bill holdings which it formerly gave to 
the trading banks. Prior to this date the Commonwealth Bank 
had also undertaken to rediscount at their face rate at any time 
the treasury bills held by the trading banks, who were thus en- 
couraged to regard treasury-bill holdings as part of their liquid 
reserves. In June, 1934, however, the Commonwealth Bank re- 
sumed the right to refuse automatic rediscount. 

There has also recently been some revival of government loan 
expenditure. From a total of £44 millions in 1927-28, this fell 
sharply to £14.1 millions in 1930-31, and to £9.2 millions in 
1931-32—a figure which included a substantial amount for sub- 
sidy to wheat farmers. With government loans being readily ac- 
cepted at low interest rates, the risks of extensive public-works 
programs are beginning to take on a less forbidding appearance, 
and the net loan expenditure approved for 1934-35 is £22.9 mil- 
lions. The low rate at which governments can now borrow is un- 
questionably to some extent an indication of improvement in the 
credit standing of governments, but it is also an indication of the 
relatively poor credit standing of other borrowers. Private invest- 
ment is still very sluggish, and the amount of money available for 
government loans is quite out of proportion to what it should be 
in a normal capital market. The banking position is sound, but 
the obstinate persistence with which the ratio of interest-bearing 
to non-interest-bearing bank deposits remains at an abnormally 
high figure shows how far the confidence of investors is from com- 


plete recovery. 
The difficulties of government finance have also been much 
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eased by a series of successful conversions in London of overseas 
debt. Loans totaling £109.8 millions and with interest charges 
running as high as 63 per cent have been converted at rates round 
about 33 or 4 per cent. The aggregate annual saving in interest 
is nearly £A2.3 millions. During 1935 the government will have 
the option of converting a further £62.4 millions on which at 
present 43 or 5 per cent is being paid. The extension of the bene- 
fits of the Hoover moratorium to the Australian war debt to the 
United Kingdom government has at the same time substantially 
reduced oversea liabilities, the total annual relief attributable to 
this and other adjustments of war-debt liability amounting to 
approximately £A6 millions. 

When Great Britain left the gold standard in September, 1931, 
the Australian exchange rate was not allowed to vary. It re- 
mained at the old rate of £A130} =£Stg. 100 until December, 
when the Commonwealth Bank undertook the responsibility for 
regulating sterling exchange and fixed the rate at £Ar125}= 
£Stg. 10o—a rate which has not since been changed. There have 
been some unsuccessful agitations for still further exchange de- 
preciation; the longer the present rate is maintained, however, 
the more complete become the adjustments of the Australian 
economy as a whole to the current rate, and the matter no longer 
arouses the intense interest which at one time it called forth. The 
“unfavorable’’ trade balance of 1929-30 on account of current 
movements of goods, services, and new gold production of £71.6 
millions had by 1931-32 been turned into a “favorable’’ balance 
of £6.4 millions, imports (including gold) having in the meantime 
dropped from £131.1 millions to £44.7 millions.’ London bal- 
ances have been considerably strengthened; but any suggestion 
that this fact warrants a fall in the exchange rate is countered by 
pointing out that a country which, like Australia, is subject to 
violent climatic fluctuations needs a substantial “drought re- 
serve,” and that the transfer of gold reserves to London makes in- 

*3 Statistics of balance of payments are in sterling. In 1932-33 there was a small 


“unfavorable” balance on these items. The figures for 1933-34 are not yet available, 
but the “favorable” balance was probably £7-8 millions. 
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applicable any comparison between predepression London bal- 
ances and the balances held there today. 

In June, 1931, further elasticity was introduced into the credit 
structure by a reduction of the gold reserve which the Common- 
wealth Bank was required to hold against its note issue from 25 
to 15 per cent. Provision was made for a return by successive 
steps to the old ratio by July 1, 1935; but the significance of this 
limitation was diminished by the authorization given in May, 
1932, to the Commonwealth Bank to hold its reserves in English 
sterling as well as in gold. 

The percentage of trade-union unemployment which reached 
its climax in the second quarter of 1932, with a figure of 30 per 
cent, has fallen fairly steadily since that time, reaching 20.9 per 
cent in the June quarter of this year. There is still, however, an 
obstinate hard core of unemployment, for the removal of which 
the methods so far adopted have not proved adequate. Some un- 
important wage restorations have been made, and there have 
been some reductions in taxation. 

The downward trend of prices has been definitely checked, but 
the upward movement is slow and hesitating. The recovery in 
wool toward the end of 1933 aroused lively anticipations of re- 
turning prosperity; but it has been impossible to maintain the 
high levels which were then reached, and external complications 
make it difficult to forecast future movements with any con- 
fidence. The export price index-number recovered from 51.1 in 
January, 1931, to 83.3 in January, 1934, but by July had fallen 
again to 64.2. 

The problem of debt adjustment, especially for farmers, re- 
mains intractable. There has been a wide variety of schemes for 
dealing with it, but so far it has been impossible to secure general 
agreement. The position of the wheat industry has been especially 
difficult. The principle of a guaranteed home-consumption price 
has not yet been formally adopted, but the government has shown 
itself not unfavorable to the idea. So long as such a proposal is 
thought to be necessary to one of Australia’s basic industries, it 
is difficult to believe that the foundations of her economy have 
been restored to a thoroughly sound condition. 
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The emergency tariff embargoes and surcharges originally im- 
posed in 1929 have been removed; and though the preferential 
formula agreed to at the Ottawa Conference was in Australia ap- 
plied mainly by means of the imposition of higher duties on 
foreign imports, there have also been substantial tariff reductions 
especially affecting British goods. On the whole, however, the re- 
sults of the Ottawa Conference of August, 1932, have been trifling 
as compared with the energy which has been displayed in dis- 
cussions of Empire trade both before and since that date, and both 
the formal agreements made at Ottawa and their more indirect 
and less clearly understood consequences have left behind them a 
train of knotty problems and potential conflicts and misunder- 
standings which few farseeing statesmen contemplate with much 
satisfaction. 


7. SHORT-RUN AND LONG-RUN POLICIES 


It is easy for a scientist “above the battle,” in the happy posi- 
tion of being able to take detached views of industrial and social 
trends, to pay too little attention to the real practical difficulties 
which beset the path of those whose business it is to devise day-to- 
day policies the application of which, especially in times of un- 
usual unrest, does not admit of delay until all the implications, 
immediate and remote, have been completely analyzed and 
worked into a well co-ordinated scheme. It may be that the ex- 
ponents of novel policies are compelled, in order to win a wide 
measure of assent, to practice a certain degree of exaggeration in 
their public statements which the observer, who later watches 
the course of history in cold blood, finds it difficult to justify. 
However this may be, the duty remains of attempting to assess 
the value of the measures which Australia has adopted for meeting 
the difficulties of the depression. On the whole, and taking into 
account all the political and social factors which no practical 
statesman can afford to neglect, it is difficult to see that any 
short-run policy which differed substantially from that which was 
adopted would have had any better immediate results, or would 
indeed have been possible. Whatever theoretical arguments radi- 
cal thinkers might put forward in favor of revolutionary changes 
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in the foundations of the Australian economy, such changes were 
undoubtedly at the time ruled out as practically impossible. A 
policy of stern deflation would no doubt have brought home more 
forcibly the necessity for drastic readjustments on the margin of 
production, the postponement of which, as everyone can now see, 
still leaves dangerous elements of instability. But the risks of 
violent upheaval which such a policy would have created were so 
grave as to make it quite impracticable. A policy of stern defla- 
tion might have been considered seriously only in an economy 
peopled by abstract personalities of a kind which seldom exist in 
the real world. Similarly, whatever the benefits, if any, which 
might have been anticipated from a policy of more active infla- 
tion, they were not realizable except in a background of sentiment 
much more stable and confident than prevailed at the time. The 
hard brutal fact was that, whatever the causes might be, there 
had been a sharp decline in Australia’s real income, and somehow 
or other, as was frequently said, “the burden had to be shared.” 
In the process of sharing the burden it was difficult to avoid some 
obvious inequities, and it is not a matter for surprise that to some 
people all the talk about “equality of sacrifice” seemed rather a 
grim jest. The policy of exchange depreciation appeared to be an 
urgent necessity from the standpoint of conserving Australian 
interests, and in a time of crisis it would be unreasonable to expect 
that careful consideration of the long-run effects of such policies 
upon the world-economy which a more internationally minded au- 
thority might have given to them. 

If, however, we put short-run policies on one side and turn our 
attention to the much more important problem of a permanent, 
long-period reconstruction of the foundations of the Australian 
economy, it is not possible to take such a favorable view of those 
who were responsible for guiding Australian thought during this 
period. Unfortunately, too, the very measures for which a plaus- 
ible defense can be put up in the short-run in some instances them- 
selves stimulated action of a kind exactly contrary to that de- 
manded by a long-run policy. The depreciated exchange, for ex- 
ample, was defended because it gave some relief to farmers who 
otherwise were threatened with complete ruin. This was perhaps 
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a legitimate measure; but to the extent that it encouraged farm- 
ers to increase production, it added substantially to the diffi- 
culties which are still facing Australia. 

It has sometimes been represented that Australian policy dur- 
ing the depression was the expression of a farsighted, carefully 
thought-out plan which derived its strength from the careful way 
in which all the relevant influences and interests were balanced 
and assessed. A detailed study of the history of the period offers 
little confirmation for this view. The policy, as Professor Giblin, 
himself closely associated with its genesis and development, has 
said, “‘has not been a clear, conscious policy, thought out fully and 
pursued steadily. It has rather been the resultant of a number of 
divergent and sometimes opposing forces of opinion, economical 
and political.’”*4 There is, indeed, a curious divergence of opinion 
about the extent to which Australia deserves credit for striking 
out along new lines and adopting novel methods for meeting un- 
precedented difficulties. Professor Copland believes that “Aus- 
tralian economic policy in the depression is in some respects an 
experiment” and that “Marshall would have shown extraordinary 
enthusiasm for a people capable of carrying through a bold and 
unorthodox policy at a time when most other countries either re- 
fused to take stern measures or sought to conceal from their people 
the facts of the depression.’’** But especially for election propa- 
ganda purposés responsible ministers show little eagerness to claim 
credit for unorthodoxy. Mr. Parkhill, the postmaster-general, on 
August 14, 1934, declared that the results which he claimed for his 
government “had been achieved, not by tinkering with the deli- 
cate mechanism of finance and industry, but by sound and well- 
proved methods,” and Mr. Lyons, the prime minister, has 
boasted of “the Government’s consistent policy of sound finance.” 
If “sound” and “well-proved” are adjectives which may suitably 
be applied to a policy in which exchange depreciation, voluntary- 
compulsory loan conversion, wholesale revision of the terms of 
private contracts, and extensive recourse to treasury-bill borrow- 
ing are prominent features, the meanings of these terms have 


«4 Australian Quarterly, December, 1933, P. 3- 
*s Australia in the World-Crisis, pp. vii, 10. 
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certainly undergone drastic change since the early years of the 
century. Violent changes in circumstances no doubt demand 
equally violent changes in what we should regard as sound, but 
it is interesting to observe in Australia the influence of the deep- 
rooted British habit of believing that the mere fact that a policy 
is adopted by British people is of itself sufficient to make it 
“sound”—a belief which is often associated with honest be- 
wilderment when other people hesitate to take the same view. 
There is no doubt that the degree of recovery which has been 
registered to date falls far below the hopes which were held out 
to the electors by the governments which undertook the responsi- 
bility for policy in 1931; even in the utterances of those who 
officially give most enthusiastic support to these governments to- 
day a faint note of disillusionment may be detected, and the de- 
fense put up when they are charged with misleading the public 
has a rather naive sound about it. “It was obvious,” said the 
prime minister, in a recent Budget speech, “that a complete re- 
turn to the prosperity of 1929 could not be accomplished so long 
as the depression continued to run its course in other countries”’; 
but in May, 1932, it had been represented by the government that 
“there is at least a good chance that another six months may see 
action definitely taken on an international basis to stop the drift 
and set us on the road to recovery.” The policy adopted, says 
Professor Giblin, “‘seems to have been the wisest practical policy, 
given the fundamental assumption of the world returning to some- 
thing like the status quo ante.” Again, it would be unfair for 
superior critics to reproach too severely those who, immersed in 
the strenuous task of reconciling bitterly opposed interests, failed 
to penetrate far into the future, and to realize fully the very 
doubtful character of this implicit assumption. Nevertheless, 
while it is true that some of the events which now make Professor 
Giblin’s “fundamental assumption” appear highly unreal could 
scarcely have been foreseen by anyone in Australia in 1929, there 
were visible even at that time some far-reaching and radical 
changes in the foundations of world-economy which those who 
were responsible for Australian policy should not have ignored. 
Australia is not directly influenced by, or responsible for, the 
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forces which have made the delusive appeal of national self- 
sufficiency so attractive to many nations in the post-war world, 
though she is not entitled to claim that she has ever made any 
vigorous effort herself to combat this movement, or to facilitate 
the freer flow of international trade. But there has been a per- 
sistent refusal to recognize the fact that the efforts which have 
been world wide to stimulate efficient production in the primary 
industries must inevitably create a situation where any country 
which has built up its economy on the assumption that limitless 
markets will always be available for primary production will be 
compelled to make drastic readjustments in the very foundations 
of its economy. 

The fundamental difficulties in the Australian situation today 
arise from her persistent refusal to recognize this fact. Many 
Australians believe that the nature of the universe is such that the 
world should always be prepared to buy at profitable prices what- 
ever volume of wool and wheat and meat and dairy produce 
Australians think proper to offer. Unfortunately for Australia, 
the universe is not constituted in this way. Some of her difficulties 
arise from the irrational ambitions of other countries to provide 


their own supplies of food and raw materials. Frequently, how- 
ever, too much is made of this, and it is forgotten that even in a 
world entirely free from trade barriers the important scientific ad- 
vances which have been made in every primary producing indus- 
try make it desirable to check the rate at which the number of 
those who seek a livelihood in these fields is increasing. During 
the depression Australia has certainly been on the horns of an un- 


INDEX OF VOLUME OF EXPORTS PER 
HEAD OF POPULATION 
(Base, 1928-29 = 1,000): 





Years Excluding Gold | Including Gold 
Production Production 





1928-29... .. 1,000 1,000 
1929-30... eae 886 889 
1930-31 I ,093 1,004 
1931-32. ; 1,158 1,165 
1932-33. 1,208 1,220 
1933-34 - tees 1,072 1,093 
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pleasant dilemma. It appeared a matter of urgent necessity to 
maintain a “favorable” trade balance in order to meet overseas 
interest liabilities, and the most obvious means of doing this was 
to increase the export of primary produce, even at unprofitable 
prices. This was in effect equivalent, however, to a deliberate 
loss of capital, and directly contrary to the canons of capitalist 
economy which require a contraction, and not an expansion, of 
unprofitable production. But Australia as a whole has no very 
clear appreciation of the requirements of a capitalist economy, 
and persistence in unprofitable production has been widely hailed 
as a matter for congratulation. 

Further expansion of primary production, or indeed its main- 
tenance at the present level, is possible only if those who are en- 
gaged in it are willing to accept an income level definitely lower 
than that of other comparable sections of the community. Natu- 
rally enough there is considerable reluctance to admit this. We 
must wait to see how these difficulties are dealt with before we 
can offer any confident answer to the question whether Australia 
is entitled to congratulate herself upon having shown other coun- 


tries the way out of the depression. 
ALLAN G. B. FISHER 
UNIVERSITY OF OTAGO 
New ZEALAND 


6 See table, page 781. 





THE INCREASE IN THE NUMBER OF STOCKHOLDERS 
IN AMERICAN CORPORATIONS SINCE 1929 


UBLIC participation in the security markets has decreased very 
Prsiceis since 1929. This could be shown in a number of 

ways, including the drastic decline in the number of shares trad- 
ed in on the New York Stock Exchange and the decline in brokers’ 
loans from some $7,000,000,000 to less than $500,000,000. There are 
numerous reasons for this decline in speculative activity which are 
familiar to most of us. Many persons were “cleaned out” in the de- 
clining markets beginning in the fall of 1929. Incomes of others were 
reduced to a point where it was necessary for the entire amount to be 
used for living expenses. Still others have voluntarily stopped all their 
more speculative activities. 

In the face of these facts, therefore, it is indeed surprising to be in- 
formed that the increase in the number of shareholders in American cor- 
porations since 1929 has been nothing short of phenomenal. That this 
is the case can easily be seen by an examination of the number of stock- 
holders in some of our leading corporations. Thus: 


TABLE I 








No. oF SHAREHOLDERS 
(As of December 31) 
CoRPORATION 





1929 





American Telephone and Telegraph. 469, 801 
General Motors * 198 , 600 
Pennsylvania Railroad............ 196,119 
United States Steel...... .ssee! 167,952 
General Electric 60,374 
Standard Oil of New Jersey. ...... 104,000 
Du Pont de Nemours 














* Common stock split-up, January, 1930, 4 for r. 


More inclusive figures have been compiled by the New York Stock 
Exchange and the New York Times." The New York Times invited all 
corporations of more than one-half million shares to furnish informa- 


* “Owners of Stock Off 0.94 per Cent in 1933,” New York Times, March 4, 1934, 
p. N-7. 
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tion for its analysis, and responses were received from 217 corporations. 
These corporations had an aggregate of 1,127,418,986 shares outstand- 
ing at the end of 1933, of which 1,046,904,937 were common and 8o,- 
514,013 preferred, representing approximately 95 per cent of the total 
number of shares listed on the New York Stock Exchange at the close 
of 1933. Substantially more than three-quarters of all the shares listed 
are included in the survey itself. These data are given in Table II for 
the years 1931, 1932, and 1933. 


TABLE II 








Totat No. oF STOCKHOLDERS 
CORPORATIONS BY (December 31)* 
Groups 





1931 1932 1933 





Autos, aircraft, etc....... 806, 865 973 , 860 938,478 
Banks, trust companies. . . 654,305 685,757 700 , 268 
Foods, drugs, etc... . . aaa ae 603 ,818 663,945 686 ,049 
Insurance companies. . 51,748 59,599 63,253 
Manufacturing... . sae ee * 614,092 683 ,669 692,431 
Mining aie 431,402 464,840 448,776 
Miscellaneous. . ieee 107, 386 116,954 110,943 
a a a ; 879,686 938,718 804, 101 
Public Utilities Fes .| 3,232,289 3,481,073 3,474,595 
Railroads. + ..| 1,038,730 1,057,223 1,039,043 
Steel, etc.. 384,164 410,475 401 ,635 
Stores, etc.. 224,029 244,438 238,575 





9,118,514 9,781,451 9,688,447 














* Or nearest record dates. 


It will be noticed that the number of shareholders in these corpora- 
tions decreased slightly in 1933. The peak was reached at the end of 
1932. At the close of 1929 these companies had approximately 6,- 
270,160 stockholders.? Between December 31, 1920, and December 31, 
1932, there was a gain of approximately 56 per cent. This is perhaps 
the most inclusive figure available on the increase of the number of 
stockholders in American corporations and should, therefore, be kept 
in mind throughout the remainder of this discussion. 

Official figures, at least, show a decided increase in the number of 
shareholders in American corporations since 1929. When we stop to 
consider where these new stockholders are coming from, we are some- 

2 The New York Times did not publish similar data for the years 1929 and 1930. 


It did compile figures for these years, however, because the 1932 total figure is com- 
pared with the total figure for the close of 1929. 
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what at a loss to explain this increase. How many persons do we know 
who have become holders of the stock of leading American corporations 
for the first time since 1929, or at least who were not holding stocks in 
1929? There are, no doubt, a few, but many of us are acquainted with 
persons who have been forced to dispose of their stocks since 1929 be- 
cause of being closed out during the decline of the market or because of 
the necessity of raising funds for living purposes. It would seem that 
this latter group would more than compensate for the former. This 
leads one to suspect that the increase may have been more apparent 
than real. But can the figures be otherwise explained? 

In the first place, there is a technical explanation of the increase in 
the number of stockholders during the last few years. It deals with the 
effect on the number of stockholders of a corporation when securities 
are purchased for speculative accounts rather than bought outright for 
investment. It tends to support the above statement that the increase 
has been more apparent than real. During periods of intensive specula- 
tion in the security exchanges, such as that which we experienced for 
some four or five years prior to 1929, there is always a great deal of 
margin trading. When a person purchases securities on margin, he is 
given legal title but not physical possession. The securities are kept by 
the brokerage house, which in turn may use them as collateral in ob- 
taining a broker’s loan. The importance of all of this to our problem is 
that securities which are purchased on margin are usually listed on the 
books of the corporation in a manner which is known as “Street Name.” 
This usually means that the securities are listed in the name of some 
brokerage house, though there are occasions when they are listed in 
the name of a nominee or of the last holder. 

A brokerage house may, therefore, have five customers who have 
purchased the same stock on margin, but all of these stocks may be 
listed on the books of the corporation in the name of the brokerage 
house. Although legally there are five different owners of this particu- 
lar block of stock, the books of the corporation show only that this 
stock is in the hands of one organization, namely, the brokerage house. 
When, therefore, the volume of margin trading is high, one would ex- 
pect the number of stockholders in corporations as reported by those 
corporations to appear less than the number of persons legally holding 
the stock. 

The influence of this factor cannot be accurately measured. We can 
easily give information which would show that margin trading was 
very much more extensive in the years preceding 1929 than it has been 
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since 1929, but that does not measure the exact effect on the number of 
stockholders in American corporations. The only factual material 
which can be presented to show the importance of this factor is ob- 
tained from the classified report of the shareholders of the United States 
Steel Corporation. Since 1904 this corporation has compiled, each 
quarter, the percentages of its preferred and of its common stock which 
are registered in the names of individual holders, and in the names of 
stock brokerage and other financial firms. An examination of these 
percentages shows that the percentage of the common stock of the 
United States Steel Corporation, which was registered in the names of 
individual holders hovered around 75 until the fall of 1929. During the 
third quarter of 1929 this percentage rose to approximately 79 and by 
the end of the first quarter of 1932 had reached the high point of 
88. Subsequent to the spring of 1932 this ratio fell to 81 for the close 
of 1933. This would seem to indicate that, during periods of falling 
security prices, more stock is purchased outright and hence registered 
in the names of individual holders. 

There were many instances during the speculative period preceding 
1929 of traders who purchased their securities outright, but because 
they intended to sell them whenever conditions warranted, the secu- 
rities were left in the physical possession of the broker. Asa result many 
of these stocks were registered in Street Name. Following the break in 
the securities market in the fall of 1929, suspicion fell upon brokerage 
houses to no less extent than upon banks and other financial institu- 
tions. Customers who had been in the habit of leaving their fully paid 
for securities with brokers discontinued this practice, with the result 
that another factor contributed to increase the number of reported 
shareholders, without change in legal title of the stocks. Unfortunately 
the absolute importance of this in increasing the number of registered 
shareholders cannot be satisfactorily measured. 

We now turn to the effect which an increase in the number of shares 
may have had in producing an increase in the number of shareholders. 
It does not follow that because a corporation increases the number of 
shares of stock which it has outstanding, the number of its stockholders 
would increase in proportion, but it seems reasonable to expect that 
there should be some relationship between the two figures. A computa- 
tion of the percentage increase in the number of outstanding shares for 
the corporations included in Table I will show that in every case the 
percentage increase in the number of shareholders has been greater 

3See New York Stock F change Bulletin, November, 1932. 
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than the percentage increase in the number of shares. More inclusive 
evidence may be had by examining the increase in the number of shares 
for the same corporations which were included in the New York Stock 
Exchange study of the number of common stock shareholders in 55 
leading corporations and the number of preferred stockholders in 25 
corporations.‘ At the close of 1929 these 55 corporations had approxi- 
mately 315 million shares of common stock outstanding. At the close 
of 1932 the figure was approximately 447 million shares. This repre- 
sents an increase of about 42 per cent. The increase in the number of 
common stockholders for the same period was 71 per cent. In the case 
of preferred stock, there was little change in the volume outstanding at 
the end of 1932 as compared with 1929. 

As it is not possible to make a study which would include all Ameri- 
can corporations, it might be contended that there has merely been a 
shift in the investments in somewhat smaller corporations to invest- 
ments in the ones included in this study. This does not seem reasonable 
because of the fact that the market for securities in the smaller corpora- 
tions has been more disrupted than that for the larger ones. In many 
cases the only securities which an investor could sell at any price were 
those listed on the organized exchanges. Likewise, there is the consider- 
ation that someone must have taken the investor’s place who got out 
of the smaller corporation and invested in the larger one. 

If there has been a tendency for larger holdings to dwindle, this 
would likewise tend to increase the number of stockholders. Here again 
only a guess can be made as to what has happened, but many of us are 
of the opinion that large holdings may have become larger rather than 
smaller. But even though the holders of large blocks of shares were re- 
ducing their holdings, one is still faced with the very perplexing prob- 
lem of discovering the new shareholders who have become investors 
only since 1929. 

Two minor causes which might explain the increase in the number of 
stockholders between 1929 and 1933 are employee and customer stock- 
ownership campaigns and “bargain hunting” by a few who were in a 
position to purchase securities during this period. But, all in all, the 
most important reason for the increase in the number of stockholders in 
American corporations since 1929, as officially reported, would seem to 
be a purely technical one which in reality does not mean an increase in 


the number of /egal shareholders. 
Lewis A. FROMAN 
Tue UNIVERSITY OF BUFFALO 


4 New York Stock Exchange Bulletin, April, 1934. 








UNEMPLOYMENT INSURANCE IN GERMANY: 
FURTHER CONSIDERED 


S ONE whose knowledge of the German unemployment insur- 
ance system is derived from the published literature available 
in this country, I find it necessary to demur from Dr. Otto 

Nathan’s main conclusion that the German experience with unemploy- 
ment insurance demonstrates the feasibility of assisting the unem- 
ployed by this method." His discussion especially invites comment 
since it was undertaken with the purpose of facilitating the formula- 
tion of somewhat similar plans for the United States. It is important, 
therefore, that the “proper” lesson be drawn from the German experi- 
ence. 

Professor Nathan is insistent that a system of insurance is a work- 
able arrangement for providing relief to the unemployed. Thus, “Al- 
though the risk is probably more difficult to measure than is any other 
insurance system, the establishment of a compulsory state system is 
not impossible” (p. 294). This conviction is also recorded with special 
emphasis on page 297: “During certain periods, such as the present, 
special provision will certainly have to be made, should the accumulat- 
ed emergency fund be used up and further reductions of benefits or in- 
creases of contributions not be advisable. But the basis of unemploy- 
ment assistance must, and cam, remain an insurance system.” (Italics 
in the original.) 

This conclusion is based seemingly on the German and, to a lesser 
extent, the English experiences. For “the English experience in previ- 
ous years as well as the developments in Germany during early years of 
unemployment insurance have demonstrated that an insurance system 
is feasible” (p. 295). Moreover, “the experience of so few and such 
unusual years would hardly warrant the judgment that unemployment 
insurance in Germany has been a ‘failure’ ” (p. 326). 

Unfortunately Dr. Nathan does not explicitly define the term “‘un- 
employment insurance.” A careful reading of the article, however, dis- 
closes that in Dr. Nathan’s opinion the essence of unemployment in- 
surance, in contradistinction to unemployment relief, is compounded 


* Otto Nathan, “Some Considerations on Unemployment Insurance in the Light 
of German Experience,” Journal of Political Economy, XLII (1934), 289-327. 
788 

















UNEMPLOYMENT INSURANCE IN GERMANY 789 


out of two elements, to which it is necessary to add a third for the sake 
of consistency. The first element consists of the claimant’s legal right 
to draw benefits upon becoming unemployed (pp. 299, 301). Second, 
the exercise of this right depends upon the payment of contributions by 
the claimant when he is employed (p. 298). Third, consistency re- 
quires that the fund be financially self-sufficient, i.e., benefit payments 
must not exceed contributions from employees and employers. This 
third proposition is necessary in order that the receipt of benefits may 
be considered as rightly due to the unemployed. The unemployed 
worker would be, otherwise, receiving a partial dole, which, according 
to Dr. Nathan’s position, must be avoided. Thus, unemployment re- 
lief is distinguished from unemployment insurance by the presence of a 
“means test” which makes the receipt of assistance dependent upon 
the proof of a certain level of destitution (pp. 299, 302). 

If this is a fair interpretation of Dr. Nathan’s position, it is sub- 
mitted (1) that unemployment insurance in both Germany and Eng- 
land functioned as insurance schemes only for a relatively short time 
and (2) that the attempt to maintain a system of unemployment in- 
surance in periods of mass depressional unemployment imposes a gross- 
ly inequitable treatment upon a large section of the unemployed. 

1. There is no need to present a table of statistics to prove that the 
German system has not been financially self-sufficient. Dr. Nathan ad- 
mits this lack of self-sufficiency in his conclusion that “the German ex- 
perience has taught that an unemployment insurance system cannot 
exist without the possibility of some kind of governmental support. 
The state must, as in England, steadily contribute to the insurance 
system, or must stand ready, as in Germany, to render assistance in the 
form of loans or contributions” (p. 327). Thus, even under an unem- 
ployment insurance scheme, the unemployed worker receives some as- 
sistance for which he did not contract, as in the case of the uncovenant- 
ed? or transitional benefits in England and the emergency benefits in 
Germany. Although this is his conclusion, Dr. Nathan at the outset of 
his article was more optimistic concerning the possibilities of insurance, 
as is indicated by a foregoing quotation wherein it is stated that an in- 
surance system is a workable arrangement as demonstrated by the 


2 Incidentally, Dr. Nathan tends to underestimate the extent of governmental 
aid in Great Britain. The national exchequer not only pays its regular contribution 
to the insurance fund but it also bears the entire cost of the transitional benefits, and 
the localities, until recently, defrayed the cost of poor relief. 
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early experiences of the English and German systems. Dr. Nathan 
neglects to mention, however, that the English scheme functioned as 
insurance only from the date of inception, 1911, to 1921, during which 
years the coverage was greatly restricted and England enjoyed a high 
level of business activity induced by the wartime boom. And in the 
German scheme there was a surplus only during the first three quarters 
of the initial year of its operation, a period of relative prosperity. Past 
experience, therefore, indicates that unemployment insurance under 
the most auspicious conditions is only a fair-weather arrangement. 

2. The most serious objections to Dr. Nathan’s position are pro- 
vided by the considerations suggested by the second point: viz., the 
attempt to maintain an insurance scheme in the face of widespread and 
prolonged unemployment not only works an injustice upon many of 
the unemployed but it also impairs the right to benefits of those re- 
maining within the scope of the insurance scheme. He admits that 
the exceptional severity of the present depression, which thoroughly justified 
and made indispensable application of state aid, has, in both countries 
brought about a crisis in the insurance system. But it certainly would not 
have assumed the proportions it really reached, had a far-reaching and earlier 
adjustment been effected in England, and had it been possible in Germany to 
amass a sufficiently large reserve in the fund and to make at the proper time 
the necessary alterations in certain provisions [p. 295]. 


The social effects of these adjustments are overlooked, however, since 
he fails to pursue the implications involved. 

The adjustments are made in an attempt to secure or approximate 
financial self-sufficiency. Under such circumstances, this self-sufficien- 
cy can be attained only by the use of any one or all of the following ex- 
pedients. The rate of contributions may be raised and/or the amount 
and duration of benefits curtailed. The former adjustment results in 
exacting larger payments from the workers and from industry when 
they can least afford it. The latter has the effect of giving reduced 
benefit payments to a smaller number of the unemployed when a larger 
number are in need of more generous assistance. Another expedient 
with the same effect is to exclude from the coverage of the insurance 
scheme those occupations characterized by a high unemployment rate. 
No matter what combination of adjustments is applied, their operation 
is such that it defeats the very purpose of the insurance system, i.e., 
the granting of adequate assistance to the unemployed. 
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Indeed, it even fails to fulfil its purpose of instilling a feeling of secur- 
ity among the insured workers. For 
the question arises whether the worker compelled to “insure” against unem- 
ployment can feel that he thereby “makes himself safe” against the loss of 
income that unemployment entails. Under a scheme which limits his benefit 
to a short period he certainly cannot. He has no security at all against the 
type of unemployment which he most dreads, that which is prolonged beyond 
weeks into many months.’ 


But a greater injustice is inflicted on those unemployed persons who 
have no right to benefit payments. Some may never have had such a 
right by virtue of employment in an uninsured occupation. Many oth- 
ers may have lost the right because the duration of their unemploy- 
ment exceeded the duration of benefits (originally twenty-six weeks in 
Germany) and the subsequent period of re-employment, if any, was not 
sufficiently long to re-establish the right. 

With the prolongation of the depression phase, an ever increasing 
number of the unemployed fall in the last category and their claim for 
assistance cannot go unheeded. Accordingly, a system of “emergency” 
or “transitional” benefits supported entirely by governmental funds is 
created. These benefit payments are smaller in amount than the stand- 
ard benefits and are given only after the claimant has passed an illiberal 
means test. In Germany these benefits have been extended for a limited 
period, as was originally the case with the transitional benefits in Eng- 
land. Upon exhausting their claim to this type of benefit, their sole 
source of support is local poor relief with still smaller benefits and a less 
generous means test. In this manner a three-stage system of assistance 
is brought about with a tendency of the former two funds to closely ap- 
proximate the standards of local poor relief. 

According to Dr. O. Weigert, an official formerly high in the admin- 
istration of the German unemployment insurance system, this state of 
affairs obtains in Germany. He wrote recently: 

As has been seen in the preceding pages, however, very unequal treat- 
ment is meted out to this single type of unemployed worker under the three 
branches of unemployment relief. The original Act maintained a distinction 
between insurance and emergency benefit, which is justified by the totally 
different ways in which they are financed. But it must be admitted that in- 
surance has approximated much more closely to emergency relief than is 


3 Royal Commission on Unemployment Insurance, Final Report (Minority) 
(November, 1932), p. 397- 





792 DANIEL CREAMER 


consistent with this distinction, and that both have adopted more of the 
features of local assistance than is compatible with the fundamental nature 
of unemployment relief. As for the system of local assistance, it has none of 
the essential features of an unemployment relief scheme, in spite of the fact 
that at present more than half the unemployed in receipt of relief are de- 
pendent upon it.‘ 


The relative shift in importance of the three types of relief is shown 
in Table I. 
TABLE I 


NUMBER OF UNEMPLOYED CLASSIFIED BY TYPE OF RELIEF* 
(Monthly average in thousands) 








No. 
Regis- No. 
tered at | Receiv- 

Public ing 
Employ- Insur- 
ment ance 

Ex- Benefits 
changest 


No. 
Receiv- No. 
ing Receiv- No. 
Emer- ing Without 
gency Poor 
Allow- Relief 
ances 





1928....| 1545.7¢| 867.2 |56.10) 138.6 | 8.97 
1929....]| 2121.2 | 1275.6 |60.14] 175.8 | 8.29 
1930....] 3139.4 | 1769.2 |56.34) 388.6 |12.38 
1931....| 4573-2 | 1713.2 137.46] 1044.8 |22.85 
1932....| 5579.8 | 1049.9 |18.82) 1437.2 |25.76 
































* Statistics adapted from the Reichsarbeitsblatt, Part I1. 

t This understates somewhat the total number of unemployed. 

t Including those who desire to change present employment—a negligible percentage of the total 
§ Average based on five months, August-December. 


The increasingly minor réle of unemployment insurance suggests 
several questions. What basis in equity is there for discriminating 
against those unemployed who fall outside of the insurance scheme? 
Why should society’s responsibility to an involuntarily unemployed 
person alter when that person enters into his twenty-seventh week of 
unemployment? Is not the relevant and valid distinction whether an 
individual is employable but involuntarily unemployed and in need 
rather than whether he has been unemployed more or less than, say, 
twenty-six weeks? 

The arbitrary discriminations, moreover, extend beyond those de- 
liberately intended by this arrangement. For the administration of 
three discrete unemployment benefit funds tends to engender bureau- 


4Dr. O. Weigert, “The Development of Unemployment Relief in Germany: 
II,” International Labor Review, XXVIII, (1933), 359. 
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cratic frictions and jealousies as well as waste. These allegations are 
supported in a general way by the report made by the president of the 
Federal Bureau (Reichsanstalt). He concluded that 

the local authorities in the large and medium sized towns have as a rule not 
carried out individual enquiries, but have applied the standard rates and 
rules for calculation in force in the area in a wholesale manner; the resulting 
unjustifiable differences between the rates and rules in the various districts 
make fair treatment of the unemployed impossible. In the small villages the 
iimited scope, the dependent position of responsible officials and their ig- 
norance of the rules have made the testing of distress both superficial and 
extremely partial; the authorities of these areas are incapable of bringing 
proof of distress in a just and impartial way and of administering the scheme 
in accordance with national interests.s 


Even the counter-report published early in 1933 by the German 
Municipal Federation, although entering a general disclaimer, in large 
part admits the validity of these charges by making a plea for an amal- 
gamation of the two funds and for the standardization of rules and reg- 
ulations. This report urges that 
the emergency relief fund and the local unemployment benefit schemes should 
be administered by a single organization; . . . . the rules and standard rates 
must be made uniform in regions of similar economic types; and a financial 
regulation must be made which in view of the weak financial position of the 
local authorities, would transfer a large proportion of the cost of benefit to the 
Federal authorities.® 


Thus, to summarize, an unemployment insurance system in times of 
depression, as judged by the German experience, tends to degenerate 
into a patchwork system of national and local poor relief, inequitably 
and inefficiently administered. 

What, then, are the broad features of an unemployment benefit sys- 
tem that are consonant with these criticisms? Such a scheme would be 
a contributory one, receiving substantial subsidies from state and fed- 
eral governments. Benefit payments would be made to those employ- 
able individuals whose unemployment is not self-caused and who are in 
need, as judged by a liberal, standardized means test.’ The benefits 


5 International Labor Office, “The Means Test in Germany,” Industrial and La- 
bor Information, XLV, (1933), pp. 37!-74- 

6 Idem. 

7 The means test contemplated is more properly termed a declaration of income. 
It is patterned after the inquiry into current resources used by the old-age pension 
system in England and currently used for income tax purposes in this country. It 
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would continue as long as these conditions obtain.* It is submitted that 
by this arrangement “state compulsory unemployment aid is based on 
the recognition of the right of the worker to a livelihood during times of 
unemployment” (p. 292). 
DANIEL CREAMER 
WasaincTon, D.C. 


possesses the advantage not only of uniformity in formulation and administration of 
the rules but also of obviating the feeling of a humiliating inquisition into personal 
affairs so rightfully associated with the conventional means test that was intended 
originally only for professional paupers. The broad outline of such a test was sub- 
mitted in evidence by Beatrice Potter Webb to the British Royal Commission on 
Unemployment Insurance and published in the Social Service Review Vol. VII, No. 2, 
(June, 1933). 

§ For a more elaborate discussion of the outline of an unemployment benefit sys- 
tem and the related problems, see a forthcoming book, Unemployment Insurance and 
the State, by Dr. C. B. Fowler and D. B. Creamer. 








ECONOMIC RECONSTRUCTION: THE 
COLUMBIA REPORT" 


HIS volume is the result of the deliberations of a distinguished 

group, brought together early in 1933 through the efforts of 

the president of Columbia University. The general report of 

the Commission, together with brief supplementary statements by 

seven members, fills some ninety pages. The rest of the book is given 
over to reports on special topics by individual members. 

The general report takes the form of a semipopular essay dealing 
mainly with the problem of industrial fluctuations. Its general char- 
acter may be indicated by the following summary of the recommenda- 
tions with which it concludes (pp. 73-76): 

1. The code-making facilities of the N.R.A. should “not be made a means 
for the competitive limitation of output by organized industries.” 

. “The return of the United States to an international gold standard 
should be conditional on the assurance of a number of important reforms 
in the working of that standard,.... ” 

3. “Monetary stabilization should be sought without delay.” 

. A national plan should be worked out [through the N.R.A.] “for the in- 
crease of average wage rates [impliedly during periods of prosperity] in 
proportion to the cost reductions attained through technological ad- 
vance.” 

. Long-period planning and budgeting of public-works expenditures. 

. Establishment of unemployment or consumers’ reserves, to be drawn 
upon when business activity declines. 

. Elaborate regulation of large corporations and of such organizations as 
exert any degree of monopolistic control over prices. 

. Federal incorporation and supervision, and compulsory membership in 
the Federal Reserve System, for all banks of deposit. 

. “With due regard for the maintenance of standards established under 
the National Recovery and Agricultural Adjustment Acts, the United 
States should pursue agreements for reciprocal tariff reductions.” 


* Economic Reconstruction. Report of the Columbia University Commission. New 
York: Columbia University Press, 1934. Pp. xv-+250. $3.00. The general report is 
signed by Robert M. Maclver, James W. Angell, Joseph W. Barker, John M. Clark, 
Arthur D. Gayer, Alvin H. Hansen, Alvin Johnson, Wesley C. Mitchell, Harlow S. 
Person, George Soule, and Joseph Schumpeter. Five members of the Commission 
withdrew, for various reasons, before preparation of the final report: Adolph A. 
Berle, James H. Rogers, Leo Wolman, Jacob Viner, and Benjamin M. Anderson, Jr. 
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10. Subject to a sufficient rise of internal prices, the United States should de- 
clare its willingness to co-operate in re-establishing an international gold 
standard. 


These recommendations, it should be said, involve an even larger 
measure of evasive compromise between conflicting views than is evi- 
dent in the body of the report. 

The economic analysis and diagnosis which runs through the report 
is fundamentally sound and pointed. Central emphasis is placed upon 
cost-price maladjustments, upon the effects of rigidities within the 
price and income structure, and upon the monetary and banking as- 
pects of the cycle problem. Among other features of the report which 
invite favorable comment, the following may be noted: 


a) The emphasis upon the disastrous effects of price-maintenance and out- 
put-limitation, upon the dangers of activities conducted under the 
N.R.A., and upon the need for distinction between humanitarian reforms 
and recovery measures [pp. 12-19; and passim]. 

The contention that, while the domestic price-level should be raised, a 
return to a price-level as high as that of 1926 would be undesirable and 
dangerous to subsequent stability [pp. 30-31]. 

The assertion that priority must be given to internal monetary stabiliza- 
tion, as against stabilization of exchange rates; the questioning of the 
merits of the gold-standard system and (impliedly) of the possibilities of 
its reform [chap. iii]. 


2 “These considerations apply particularly to the activities conducted under the 
National Recovery Act. In so far as they are designed to prevent undercutting in 
wages and prices and other competitive practices incompatible with a decent mini- 
mum standard of living for the worker, they have a humanitarian justification, but 
they should be viewed in that light. There should be no attempt to impose such 
regulations on any broader scale with the idea that they are measures of recovery. 
There should be no illusion with regard to the fact that a general rise in prices 
through such measures is not a sign of increasing prosperity. It is the rise of prices 
reflective of increased demand and increased purchasing power which alone can be 
associated with the process of recovery. The concomitant illusion that a deliberate 
limitation of output, because it raises prices, helps toward recovery is a still more 
dangerous fallacy. It is more dangerous because the limitation of output of an in- 
dividual commodity may be for the advantage of its producers if they can thereby 
control its price. The abnormal situation in agriculture may justify special and 
temporary measures along such lines, but it should be fully recognized that they in- 
volve a tax on the rest of the community, and above all that an all-round application 
of this policy would make for general impoverishment and would solve the problem 
of ‘poverty in the midst of plenty’ by removing the plenty. We have already pointed 
out the danger inherent in the code-making facilities of the National Recovery Act: 
that they will be employed for competitive limitation of output at the expense of the 
present and still more of the future national welfare.” (Pp. 17-18.) 
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d) The pointed observations on the close interconnection between tariff poli- 
cies and the working of the gold-standard system [chap. iii]. 

e) The recognition that large corporations and producer-organizations pre- 
sent a major problem for economic policy [pp. 15, 63]; the recommenda- 
tion of federal incorporation for all banks of deposit and for all large cor- 
porations; and the suggestion of legal limitation on the borrowings of 
corporations [pp. 62-65]. 


With all its merits, however, the report is disappointing and, to an 
old-fashioned liberal, altogether exasperating—disappointing for the 
contrast between its economics and its political economy, for the prac- 
tice of qualifying to the point of retraction almost everything definite 
which it says, for its studied vagueness on really controversial ques- 
tions, for its definition of measures in terms merely of their intended 
objectives, for its repeated recourse to the politicians’ trick of defining 
real issues out of existence and then taking sides—and exasperating, 
above all, for its refusal either to indorse movement toward an authori- 
tarian system or to consider seriously how economic policy must be 
ordered, if that movement is to be stopped. Perhaps by virtue of effort 
to maintain a “scientific” tone (see p. 4) the authors have simply avoid- 
ed the question of what the fundamental ends of policy (other than 
larger real income) should be. The result inevitably is a contribution to 
the prevailing moral chaos of political and economic thought—a pro- 
gram without a rationale—and another apology for “experimentation.”’ 

While evidencing no leaning toward communist or fascist collectiv- 
ism, the report gives no attention to the crucial problem (under demo- 
cratic government) of economizing political (as against competitive) 
controls. The numerous, often casual, proposals for “control” evidence 
little regard for the questions, first, of whether the kind and total 
amount of government regulation proposed would be compatible with 
survival of existing political institutions; and, second, of whether the 
same “amount” of political control might not better be concentrated 
in crucial areas. Most significant, perhaps, is the Commission’s failure 
to make, or attach importance to, the distinction between a program 
of definitive, legislative changes in the “rules of the game” and a pro- 
gram of wholesale regulation of business by constituted authorities; 
for in this simple distinction lies the choice between democracy and 
fascism, between freedom and authority. Moreover, the Commission 
appears to question (and to underestimate grossly) the practical possi- 
bilities of restoring competition as an agency of control—and not to 
recognize that skepticism on this score is hardly compatible with hope 
for improvement or even survival of the existing system. 
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The general shortcomings of the report are evident even in its best 
sections, namely, those on monetary policy. The criticism of existing 
monetary and banking arrangements is forceful; but the reader is never 
able to glimpse the alternative, better system, by comparison with 
which the present one is so defective. The proposed monetary reforms 
are defined only in terms of their objective, namely, relative stability 
of the price level; and nowhere does the report come to grips with the 
problem of banking. The Commission, moreover, fails to recognize a 
choice between explicit changes in the rules of the economic game with 
respect to money and, on the other hand, “‘control,”’ in the sense of ar- 
bitrary exercise of widely discretionary powers by a nominally ad- 
ministrative body. Most of the discussion has point, not as a basis for 
definitive legislation, but as advice to a benevolent monetary dictator. 
Here, as elsewhere, the recommendations leave little basis for distinc- 
tion between legislative and administrative functions. 

At many points the authors seem to have cultivated vagueness in 
order to find something about which to agree. The proposal for estab- 
lishment of consumers’ reserves is nowhere formulated (not even in 
Professor Hansen’s special report) in such a way as to permit any 
judgment of its merits. The hearty indorsement of national planning 
will invoke much innocent applause; but critical readers will realize 
that the Commission only means to say that governments should fol- 
low sound economic policies. Incidentally, the Commission’s repudia- 
tion of laissez faire will hardly please liberals who regard “trust- 
busting”’ as the fulfilment, not the negation, of that policy. In plump- 
ing for “national economic autonomy” and then condemning “eco- 
nomic isolation” (p. 18) the Commission displays a verbal and political 
dexterity which ought not to be encouraged among serious students. 
The proposals for American tariff policy will please all liberals, but 
protectionists should be abundantly satisfied with the qualifications. 

The indorsement of long-range pianning of public works also invites 
comment. One visualizes a great director, giving out orders for the in- 
creasing and decreasing of public-works expenditures, and continually 
consulting, under the glass top of his desk, a chart showing the whole 
future course of industrial fluctuations. (Here, by the way, is still 
another “authority.’”’) Hasn’t enough time already been squandered in 
formulating impressive long-range schemes in terms of which justifiable 
emergency measures may be regarded merely as elements of a perma- 
nent policy? On the other hand, this single recommendation represents 
meager recognition of the decisive importance of fiscal policy for mone- 
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tary policy; an adequate monetary system could not possibly be made 
effective without the most careful ordering of fiscal practice in conform- 
ity with the dictates of that system. 

It is unfortunate that the Commission should recommend the use 
of the machinery of the N.R.A. for increasing wage rates during periods 
of normal business or prosperity, while saying nothing about how this 
machinery should be used during depressions. This proposal, incident- 
ally, implies an indorsement of absolute price-level stabilization which 
has been carefully avoided elsewhere in the report. The demand for 
prompt monetary stabilization is also confusing, after the Commission 
has insisted that our price level must be raised, and has recommended 
against early return to gold. 

All these criticisms of the report are, in a way, unfair. The Commis- 
sion was composed of persons of widely different views on controversial 
questions. Recognizing the difficulties of drafting a report which all 
of them could be induced to sign, one must concede that the job has 
been surprisingly well done. Whether it was worth while to report what 
such a group could agree upon unanimously, however, is questionable. 

Among the supplementary statements, those signed by Angell, 
Mitchell, Schumpeter, and Soule are of special interest. 

The special reports are all on a high level. J. M. Clark’s essay on 
“Productive Capacity and Effective Demand” is, in the reviewer’s 
opinion, the best thing which this always stimulating writer has pub-- 
lished in some time. The four chapters by Dr. Gayer are closely similar 
to, but usually better than, the corresponding sections of the general 
report; his essay on “Monetary Policy and the Monetary Standard” 
deserves a wide reading. Schumpeter contributes a delightful short re- 
port on “The Nature and Necessity of a Price System.” 

Professor Hansen’s report on “The Flow of Purchasing Power” 
merits more attention than can be given it here. As a discussion of the 
proposal regarding unemployment or consumers’ reserves, it is not very 
pointed; but most of the pages are devoted to general analysis of the 
cycle problem, and this is consistently stimulating. There is one senh- 
tence, however, which one admirer of the author would like to delete 
and forget (p. 217): “Indeed only on the basis of well developed trade 
associations and trade unions is the mechanism at hand to build the 
systematic machinery for an orderly internal adjustment of the cost- 


price structure.” 
Henry C. Simons 


UNIVERSITY OF CHICAGO 





PROFESSOR PIGOU’S THEORY OF UNEMPLOYMENT’ 


CONOMISTS do not need to be told that anything by Professor 
Pigou merits their most serious and careful attention. The The- 


ory of Unemployment is no exception. But the prospective reader 
should be warned that he might as well not tackle this work unless he 
is prepared to read it through at least twice and spend a great deal of 
time digesting what he has read. The book is frankly addressed to ex- 
perts (cf. Preface); its argument is very compact, and the reader is left 
to supply for himself as clear an idea as he can of the methods and 
fundamental concepts which the author employs. Finally, Professor 
Pigou has made free use of symbols; and while the mathematical 
principles involved are essentially simple, still he has exercised much 
ingenuity in transforming his formulas so that they can be subjected 
to economic interpretation. In many cases it is necessary to verify the 
results with pencil and paper or to accept them on faith. Unfortunate- 
ly there are a great many misprints and slips in the book and the reader 
should be on his guard against these. A partial list of corrigenda can 
be obtained from the publishers; and I have made suggestions for fur- 
ther corrections at the end of this review. 

It is seldom practicable in a review to take up everything which 
might repay discussion, and in the case of so original and suggestive a 
book as The Theory of Unemployment it is quite impossible. In what 
follows, therefore, I shall confine my attention to a very few problems. 


I 


I take it that the object of economic theory is to frame a set of logi- 
cally co-ordinated questions, the answers to which are to be sought by 
consulting the facts. (It goes without saying that unless you ask sensi- 
ble questions you won’t get sensible answers.)? The questions them- 
selves can never be a source of knowledge about the real world; but 
their formulation, the task of pure theory, is not less important on that 
account. Above all, good theory must be in its primary aspects clear 


tA. C. Pigou, The Theory of Unemployment. London: Macmillan & Co., Ltd., 
1933. Pp. xxv+ 310. 
? This, it seems to me, is the essence of the reply to all those who would do with- 
out theory and go “directly” to the facts. 
800 
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and consistent. Vagueness, confusion, and inconsistency’ are fatal. 
Now important parts of The Theory of Unemployment are, in my opin- 
ion, open to criticism from this general standpoint. This is particularly 
the case where Professor Pigou deals with the demand for labor as a 
whole (chiefly in Parts II and III), and hence I propose to examine 
very briefly a few of the fundamental concepts which he utilizes in this 
part of the analysis. First, however, let me set out in bare outline Pro- 
fessor Pigou’s scheme for attacking the demand for labor as a whole. 

The approach is via a modified wage-fund doctrine. The economy is 
conceived of as divided into industries which produce wage-goods and 
those which produce non-wage-goods. Export industries are generally 
regarded as wage-good industries, since (for England) they “produce”’ 
wage-goods by way of exchange. The wage-goods fund—i.e., the 
amount of wage-goods available for payment as wages—is not rigid; it 
can be augmented in “the very short period” by subtractions from 
stocks, and by curtailment of wage-goods consumption by non-wage- 
earners. In the “short period’’‘ it can be augmented by these methods 
as well as by additional output from the wage-good industries. (I am 
neglecting the complications introduced by the existence of systems of 
unemployment benefit.) This scheme seems to reduce the real demand 
for labor in the periods distinguished to dependence upon a relatively 
small and easily manageable set of factors. With a given real wage 
rate (in terms of wage-goods units) and a given supply of labor, it is 
possible to determine within narrow limits the quantity of labor which 
will be demanded and likewise the elasticity of demand, for (small) 
changes in the real wage rate. 

This is essentially the schematic background of the treatment of de- 
mand for labor in the aggregate. It involves no fewer than four funda- 
mental concepts, all of which seem to me to be open to serious criticism. 
They are: (1) wage and non-wage-goods; (2) wage and non-wage-good 

3 Apart from minor inconsistencies which do not affect the main theoretical 
structure. Such, e.g., was Wicksell’s doctrine that monetary equilibrium necessarily 
implies a stable price level. Cf. Myrdal in Beitrage stir Geldtheorie, ed. Hayek. 

4 The “short period” is here defined as a period “greater than the period of pro- 
duction of the generality of wage-goods” (p. 89) while the “very short period” refers 
to periods shorter than this. The period of production in Pigou’s terminology is not 
to be confused with the Béhm-Bawerkian period of production. Pigou means the 
average period elapsing between the application of labor to material and the sale of 
the commodity; whereas Béhm-Bawerk defines the average period of production as 


the average time elapsing between the application of original factors of production 
and the enjoyment of the result. The two concepts are quite different. 
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industries; (3) the short period; and (4) the period of production of the 
generality of wage-goods (on which depends the definition of the “very 
short period”). 

Let us first consider No. 3. Professor Pigou’s definition of the short 
period is taken straight from Marshall; it is “‘the period such that over 
the field of any particular investigation, industrial equipment both in 
form and quantity may be regarded as more or less fixed” (p. 39). 
Marshall, as is well known, used the short-period concept, in the anal- 
ysis of partial (dis)equilibrium situations, to elucidate the path of ad- 
justment of individual firms or industries (small relative to the econ- 
omy as a whole) to changed conditions of demand, for example (as in 
the famous example of the fishing industry [Book V, chap. v, § 4]). 
Professor Pigou now applies the concept to the economy as a whole. 
The legitimacy of this procedure is by no means self-evident. Fixity of 
industrial equipment over the whole of the economic system implies 
that no industries produce industrial equipment, for the duration of the 
period under consideration. There are two ways of avoiding this ap- 
parent inconsistency. The first is to define the short period as a disap- 
pearingly small time interval, i.e., as no period at all. This would be 
unobjectionable for some purposes but does not really touch the pres- 
ent difficulty. The second is to interpre: Professor Pigou’s definition 
less strictly; industrial equipment, we might say, is produced in the 
short period (both for new investment and for replacement) but in 
quantities small relative to the existing mass of capital goods. In other 
words, industrial equipment remains “more or less” fixed. I am doubt- 
ful as to the value of this interpretation, however. It seems to me to 
be a more palatable form of defining the short period as “‘six months or 
perhaps a year.”’ There is a further reason for questioning the value of 
this definition. For the whole economy, “more or less’’ fixity in form 
and quantity is compatible with considerable movements of “non- 
specific” industrial equipment which is already in existence. In other 
words, so long as existing capital is relatively mobile, very small addi- 
tions and replacements may be associated with shifts in productivity 
functions out of all proportion.’ Such movements are, to be sure, in one 
sense changes in form of industrial equipment, but they are of a differ- 


5 E.g., the result might be a relative shift in the productivity function for wage- 
good industries within the short period. This would render the demand function for 
labor as a whole indeterminate within certain limits, since in Pigou’s scheme this 
function is made to depend in a direct way on the productivity function of labor in 
wage-good industries. 
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ent order from the more usual changes in form (i.e., through wearing 
out and new construction) and must be treated separately. 

The short period as applied to the economy as a whole may yet prove 
to be a fruitful concept; it cannot be accepted uncritically, however, 
and the problems which it conceals deserve more attention than they 
have so far received. 

Let us now turn to wage and non-wage-good industries. Professor 
Pigou nowhere attempts to define these terms. The difficulties are large- 
ly unconnected with those involved in the definition of wage and non- 
wage-goods themselves. Wage-goods are what laborers buy, but what 
is a wage-good industry? The things that laborers buy are turned out 
by a long chain of processes. The mining of ore, for example, plays a 
part, just as does the retailing of the finished consumption good; the 
former is certainly not a wage-good industry, and it is difficult to inter- 
pret retailing as an industry consistently with much of what Professor 
Pigou says. But where are we to draw the line? Take a concrete ex- 
ample of what everyone would agree upon as a wage-good—bread. 
The wheat is sown, reaped, transported, stored, milled, baked, and 
finally sold to the consumer. Is all this one wage-good industry, or 
three, or four? Or is the process perhaps divisible into several indus- 
tries some of which are wage-good and some non-wage-good? And 
even after we have made this decision, how do we know that increased 
production can be initiated at the point where the material enters the 
wage-good industry? Perhaps the supply of the material must first be 
increased, and so on “backward.” 

It was suggested above that wage-goods are what laborers buy. 
This is, of course, by no means the end of the problem, however. In the 
first place, if we include in laborers all who work for contractual pay, 
then it is very little exaggeration to say that all goods are wage-goods. 
This seems perfectly logical, but naturally it does not help any and it 
is not what Professor Pigou means. He means by laborers roughly 
what a Marxist means; the Marxist does not include the salaried man- 
ager of the United States Steel Corporation. For the Marxist’s pur- 
poses the vagueness is rather an advantage than otherwise, and cer- 
tainly he would be wasting his time over precise definitions. But for 
purposes of scientific analysis the situation is different. Even if, how- 
ever, this difficulty could be met, the problem is by no means solved, as 
Mr. Hawtrey has pointed out.* The proportion of different commod- 
ities bought by laborers (however defined) varies from o to nearly 100 

®R. G. Hawtrey, “The Theory of Unemployment by Professor A. C. Pigou,” 
Economica, May, 1934, P. 157. 
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per cent.’ The line might be drawn at 10 per cent or at go per cent, but 
it is very difficult toattach much significance to it no matter where it is 
drawn.*® 

We now turn to consider the period of production of the generality 
of wage-goods, assuming for the moment that it has been possible to 
find a satisfactory definition of wage-goods.® After the passage of an 
interval of time equal to this period, new wage-goods are supposedly 
available to “finance” additional employment or to be used in any 
other way which those who can claim them may choose. We have here 
to do with one of those “representative” concep‘s of which Professor 
Pigou is so fond. But the fact is that the separate periods of production 
are widely divergent, and any kind of an average of them means noth- 
ing at all so far as the time which must elapse before new wage-goods 
come into the market is concerned. New wage-goods of some sorts 
start coming onto the market almost at once, while other kinds may 
take a long time. The average of the periods is a figure and nothing 
more.’® From this I think we can safely conclude that the “very short 
period” is a mythical member of the doubtful branch of the short- 
period family. 

The foregoing criticisms are specific to The Theory of Unemploy- 
ment, but the attitude which prompted them has a much wider bearing. 
One of the basic requirements of economic science, in its present stage 
of maturity, is a widespread agreement on fundamental issues. The 
only method of reaching agreement is through discussion among the 
“competent.” But discussion is bound to be futile so long as the issues 
are not clearly stated—so long, that is, as there is confusion and vague- 

7 This, of course, includes capital goods. Laborers save and invest, though this is 
a possibility which Professor Pigou nowhere even mentions. 

8 These considerations are separate from and in addition to those relevant to the 
attempt to define a unit of real wages. Professor Pigou recognizes that in view of 
(1) differences in income, (2) differences in taste, and (3) variations in tastes and 
prices from one time to another, a unit of real wages can have no exact meaning. 
This seems to me to be putting it very mildly. In any case he is not deterred from 
making extensive use of the concept. 

* The period of production in Pigou’s sense, it will be remembered, is the average 
period elapsing between the application of labor to the production of a commodity 
and its sale. 

1° It is my personal opinion that “representative” concepts always cover up but 
never solve difficulties. It should perhaps be added that representative does not al- 


ways mean average in the mathematical sense, as Marshall was careful to point out 
(Book IV, chay». viii, § 2). But in this instance I cannot see that Marshallian caution 


can really save the day. 
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ness as to what is being talked about. I am far from suggesting that 
nothing has been accomplished in this direction in the past century and 
a half. But the fact that much has been done should not blind us to the 
fact that much more still remains to be done. If I am right in regarding 
this as one of the most important tasks which economists have to face, 
then surely it seems a pity that a man of Professor Pigou’s tremendous 
intellectual powers has not more to offer to its solution than can be 
found in The Theory of Unemployment. 


II 

I pass on now to consider a problem where the issues appear to be 
well enough defined so that at least a provisional conclusion should be 
possible. 

In chapter x of Part II Professor Pigou investigates for the first time 
the relationship between money and real wage rates. He arrives at the 
conclusion that under most sets of reasonable assumptions an all-round 
reduction in money wage rates will involve a somewhat smaller reduc- 
tion in real rates. This proposition would, I believe, receive the assent 
of most economists, and it would be unnecessary to discuss it here had 
it not been recently challenged with great vigor and on high authority. 
Mr. Harrod maintains, as against Professor Pigou, that there is nothing 
in a reduction of money wages as such which would tend to reduce real 
wages." The implications of such a conclusion are obviously far-reach- 
ing. But I believe that it cannot be sustained and that Professor Pigou, 
in upholding the contrary view, has, if anything, understated his case. 

The crux of the difficulty may be stated very briefly. Suppose that 
in a closed system the money rate of wages is reduced from W to W —K 
where wages form the whole of prime costs. Now the controversy turns 
essentially on what happens in the first instance to non-wage-earners’ 
money income. Professor Pigou says it remains the same; Mr. Harrod 
says we cannot tell until we make further assumptions; and I should 
like to suggest, with some hesitation in view of the weight of authority 
to the contrary, that it goes up. Professor Pigou apparently regards his 
position as self-evident. He says simply (p. 102): 

Let us suppose that initially the money income of non-wage-earners is Q, 
and of wage-earners WX . The money wage rate is reduced from W to (W—K) 

 R. F, Harrod, “Professor Pigou’s Theory of Unemployment,” Economic J our- 
nal, March, 1934. Harrod’s view is shared by other members of the “Cambridge” 
school, but the arguments (unpublished to date) by which it is reached are, I be- 
lieve, on a different footing. I am concerned here solely with the problem as stated 
by Pigou and Harrod; that it may have to be opened up again from another point of 
view seems very likely. 
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and, we suppose, the quantity of employment is not affected. At the outset 
nothing has happened to non-wage-earners’ money income: so that total in- 
come for expenditure on an unchanged real income is reduced from (0+WX) 
to (0+(W—K)X). 

Cost being reduced proportionately more than price, of course there is 
an inducement to expansion; more labor is brought into employment. 
Mr. Harrod objects that it is not so simple. “The crucial proposition,” 
he says, “is that ‘at the outset nothing has happened to non-wage- 
earners’ money income.’ In that the question is really begged.” He 
then goes on to explain why. 

It must be remembered that payments to supplementary factors are 
residual. It cannot be known what happens to these even “at the outset,” 
until it is known what happens at the outset to the general level of prices. 
Yet what happens to the general level of prices depends on what happens to 
the volume of non-wage-earners’ money expenditure. This in turn depends 
on what happens to their incomes. No solution, therefore, can be reached on 
these lines. 


But surely we are entitled to ask Mr. Harrod whether he regards the 
sequence of economic events and the time they take to work out their 
effects as utterly irrelevant. If not, the difficulty disappears. To make 
this plain let us take a hypothetical example. The community, we sup- 
pose, is divided into employers and wage-earners; wages are the only 
costs. Wages are paid out every Saturday evening and everyone makes 
his purchases Monday morning. Let us suppose that on a certain Sat- 
urday wages are reduced from W to W—K, there being X men em- 
ployed. Obviously after wages have been paid out Saturday evening, 
wage-earners as a class find their weekly income reduced from WX to 
(W—XK)X and employers find theirs increased from, say, Q toQ+KX.” 
This is what happens in the first instance. Now of course it is possible 
that the banking system may sell KX worth of bonds to the employers 
the first thing Monday morning, in which case the consequences deduced 
by Professor Pigou will follow."? Or maybe the employers will pay off 
loans or hoard, maintaining, as Mr. Harrod supposes, their real expend- 

% This really means that their balances are reduced by less than they otherwise 
would have been. 

13 Pigou says (cf. above) that after the wage-cut total money expenditure on an 
unchanged real income will be reduced from Q+WX to Q+(W—XK)X per unit of 
time. But this implies the disappearance of an amount of money equal to KX, and 
this must be accounted for. Money does not disappear automatically; it requires 


action on the part of someone. There are various ways by which Pigou’s result 
might be brought about, only one of which is mentioned in the text. 
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iture constant." But it seems to me far more likely that, having a 
larger money income, they will increase their money expenditures." 
If they spend all the KX extra, prices need not fall at all, and real 
wages may be reduced by as much as money wages. In any case, Pro- 
fessor Pigou’s conclusion that a reduction in money wages is likely to 
lead to a reduction in real wages seems to be established a fortiori. It 
is Mr. Harrod’s failure to see that a reduction in money wages does, in 
fact, in the first instance increase non-wage-earners’ money income and 
thereby act as a stimulus for them to expand purchases which leads 
him to a contrary view. 
Ill 

Professor Pigou has very little to say about the broader influences 
governing the demand for labor. The reason for this is, as he points 
out in the Preface, that what he has to say on the subject is largely con- 
tained in his Jndustrial Fluctuations. “In some degree this book and 
that are complementary to one another” (p. vii). This is obviously so 
and should be borne in mind in judging the present work as a complete 
theory of unemployment. 

The implication throughout The Theory of Unemployment is that, 
apart from frictional obstructions, unemployment would be nonex- 
istent if it were not for the fact that wage-earners habitually stipulate 
for a rate of wages higher than the “equilibrium” level. In a theoretical 
study this is doubtless the correct way to approach the problem. In 
any case it centers attention on what Professor Pigou has to say about 
“wage policy.” It would be difficult to praise too highly these sections 

4 Let us suppose for a moment that they do maintain their real expenditure con- 
stant and that all goods are perishable (to avoid the possibility of addition to stocks). 
What does this imply? That employers reduce their money expenditure in exactly 
the same proportion as the wages bill has fallen. This at first sight may not seem 
unreasonable, but consider where exactly the same reasoning leads in an extreme 
case. One man receives £2 on Saturday evening; he loses half of it on the way home. 
If everyone is to maintain real expenditure constant on Monday morning, everyone 
must reduce his money expenditure by exactly half. This is really the meaning of 
Mr. Harrod’s algebra on p. 23. 

*s What they will do depends essentially on their anticipations. To argue that a 
cut in wages affects the anticipations of non-wage-earners in an unfavorable sense 
appears to me to be in flat contradiction to the facts. If they are affected favorably 
enough, they may well reduce their balances below the previous level, in which case 
real wages will be reduced more than money wages—a result which seems not un- 
likely. Mr. Harrod argues quite rightly that non-wage-earners could have reduced 
their balances without the wage cut, and thus have benefited at the expense of the 
wage-earning class. But he appears to be in error in neglecting the initiating im- 
pulse which a reduction in wages may provide. 
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of the book. They are an outstanding example of what can be accom- 
plished by the method of “informed common sense’’ in the economic 
field. Every student of labor problems should certainly read chapters 
ii and iii of Part V. 

Part IV, ‘‘Monetary Factors Affecting Variations in the Level of the 
Real Demand Function for Labor,” is easier going than Parts II and 
III and will repay careful study. It is in effect an interesting variation 
on the Cambridge theory of money by one who did much more than is 
commonly supposed to develop the “Cambridge’’ viewpoint. Consid- 
erations of space unfortunately make it impossible to discuss this part 
here. 


Professor Pigou has prepared a list of corrigenda which rectifies 
many of the most serious errors and misprints, but there remains a dis- 
tressingly large number uncorrected. Some of these are obvious, and 
the reader will have no difficulty correcting these as he goes along, as 


e.g., on page 158, line 20, 
vw 
x w 


should, of course, read 


{ 24d} 
x wi 


Others, however, are more difficult to trace, and may cause considerable 
trouble. It is with the hope of clearing up some of these cases that the 
following suggestions are appended. 

On page 42 Professor Pigou obtains an expression for the rate of 
wages in a single industry as follows: Let ¥’(y) be the demand price for 
y units of new output at works, f’(y) the supply price of y units of raw 
material; then the demand price of y units of “‘processing”’ is ¥/(y)— 
f'(y). If xis the number of units of labor that yield y units of processing, 
i.e., y= (x), then the demand price per unit of labor is obviously the 
demand price per unit of processing multiplied by the number of units 
of processing yielded by one unit of labor. Symbolically, the demand 
price for labor 


—(y’'—) Va4_Y 
w=(¥ Pee dx * 


Later on Professor Pigou calls the function y a demand function and f 
a supply function. Both of these functions are indeterminate to the ex- 
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tent of an arbitrary additive constant (so far as any data introduced by 
Professor Pigou are concerned), and neither is a supply or demand func- 
tion in any recognized sense of the terms. The latter—namely, /—can 
of course be interpreted as the total cost function; but I am at a loss to 
attach any economic significance to y, which is, of course, the integral 
of an ordinary price-quantity demand function."® As a matter of fact, 
Professor Pigou himself never really uses anything but the derivatives 
of these functions, and it would have been much more consistent and 
less confusing if he had never introduced y and / at all.*7 

On page 55 there is an obvious contradiction. Near the top we read: 
“. .. . If ¢” is positive (i.e. with increasing returns)” and several lines 
from the bottom “. . . . If ¢” is positive, i.e., under condition of dimin- 
ishing return.”’ ¢ is the productivity function of labor in respect of 
processing; ¢’ is therefore the corresponding marginal productivity 
function. The condition for increasing returns is therefore given by 
¢”’>o, and the second of the foregoing quotations must be altered ac- 
cordingly. 

On page 82 the following passage occurs: ‘Whether that increases 
or not depends upon whether dx/dw, namely (Ed+1), namely 


I 
ae 


tye 
é 


Er 


is positive or negative; which in turn depends on whether Er is (nu- 
merically) greater or less than unity.” Now on page 8:1 it is established 


that 
dz = 
do wp at » 

*6 Consumer’s surplus has no relevance in this particular context. It should be 
noted that y has nothing to do with total revenue from the commodity. It is only 
true for a single competing firm that the first derivative of total revenue is equal to 
demand price. 

*7 On p. 110 he says, “From this equation [i.e., that given above for the rate of 
wages in a single industry] it is apparent that the quantity of labor demanded in re- 
spect of any given real rate of wage will be altered if alterations take place in y, @ 
and f.” But, as noted above, both y and f can be altered by adding an arbitrary con- 
stant without changing w or x at all. 

Again in the discussion of the effects of monopoly on the demand for labor, Pro- 
fessor Pigou gets confused by his failure to be consistent. He assumes (pp. 54 and 
55) that “y” and f” are both constant, that is to say the functions y and f are linear.” 
This is obviously wrong; the way to correct it consistently with the rest of the argu- 
ment is to read y’ and f’ for y and f. 
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and the general formula for Ed is given as 


From this we get 


I 
dx _ x Et? 
dw wir ,k 

Ere 


Of the terms making up this expression, 1/Er is always negative, k is 
always positive, and e is assumed to be negative. Hence the denomi- 
nator is always negative and the whole expression only positive when 
Er is (numerically) less than 1. Hence it would seem that the sentence 
quoted should read as follows: ‘Whether that increases or not depends 
upon whether dx/dw, namely, 


< (Ed+1), 


is positive or negative; which in turn depends on whether Er is (nu- 
merically) less or greater than unity.” 

On page 100 we read: 

A little reflection shows that the fraction 


percentage change in real rate 
percentage change in money rate 





in any given set of conditions is not an absolute quantity, but is, in general, 
different for one size of percentage change from what it is for others. If we 
write, as heretofore, Er for the elasticity of the real demand for labor and Em 
for the elasticity of money demand, in respect of any given quantity of labor 
demanded, the above fraction is given by Er/Em for very small, but not for 
large, percentage changes in this quantity. For, in general, with a given per- 
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centage change in the quantity of labor demanded, Er times this and Em 
times this only gives the associated percentage changes in real and money de- 
mand prices if the given percentage change in quantity is very small. 


Let us write Wr, Wm, and x for real rate, money rate, and quantity 
demanded, respectively. Then Pigou’s fraction is given by 


dWr 


dx 


x 
mare 
Wm 
and hence this same fraction in terms of Er and Em is given by 


Er . Em} ~ 


In a similar way it can be shown that a given percentage change in the 
quantity of labor demanded must be divided by Er and Em to get the 
associated percentage changes in real and money demand prices. 


Pau M. SwWEEzy 
HARVARD UNIVERSITY 
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Concentration of Banking: The Changing Structure and Control of Bank- 
ing in the United States. By JouN M. CHAPMAN. New York: Colum- 
bia University Press, 1934. Pp. xvi+388. $5.00. 

During 1925 and 1926 the author of this volume was associated 
with Professor Willis in an investigation of bank failures and branch 
banking for a group of California bankers. During subsequent years 
he continued his research, assisted partly by funds granted by the So- 
cial Science Research Council, and now presents his conclusions in this 
form. 

Professor Chapman believes that the unit banking system has 
failed to furnish the proper type of banking service to many communi- 
ties in the United States. His major indictment is that thousands of 
bank failures have not only caused lamentable suffering but have also 
deprived many sections of banking facilities which can be restored 
only by a further development of branch banking. He is, however, 
not blindly enthusiastic about the advantages of branch banking, but 
feels that after a careful weighing of prospective gains and losses he 
must render a verdict in favor of the extension of branch systems. 

He realizes that branch banking is not necessarily “‘safe’’ banking, 
for with respect to greater safety, “branch banking is no guarantee 
except in so far as it may be successful in the development of better 
managers of banks” (p. 296). Furthermore, “Bank management 
may be ‘bad’ whether the type of organization is that of group, chain, 
branch or unit banking” (p. 358). He points out that from 1921 to 
1931 there were 179 failures among banks and trust companies operat- 
ing branches, 134 of these taking place in 1930 and 1931. These banks 
operated 474 branches and had loans and investments amounting to 
over one billion dollars. 

If we add to these figures those for 1932 and the results of the ca- 
tastrophes in Cleveland, Detroit, and other cities early in 1933, we 
must surely conclude that the type of branch banking we have so far 
developed in the United States has obviously not been “safe.’’ How- 
ever, Professor Chapman argues that we should not decide that branch 
banking cannot provide safety until we have tried it on a broader scale 

812 
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on a comparable basis with European countries. We must, he believes, 
experiment further before we can be certain, for so far we have not had 
genuine branch banking (p. 368). He very properly rejects chain and 
group banking as desirable remedies for our situation. 

It has frequently been asserted that branch banking has been com- 
paratively unimportant in the United States up to the present time. 
But, as Professor Chapman points out, in 1929 nearly 60 per cent of 
all commercial banking assets were controlled by branch systems. 
Three-fourths of these were concentrated in eleven large cities. If we 
add to this the proportion of assets in banks controlled by holding 
companies (group banking), we reach a high degree of concentration 
indeed. For a number of reasons (especially failures), the proportion 
of bank assets controlled by branch systems is not now as great as in 
1929, but the author feels it will again increase. 

There can, he points out, be no great increase in branch banking 
over wider areas until a larger number of the more important states 
amend their laws. This is happening, however, and today nearly 
twenty states permit state-wide branches under varying conditions. 
Also, in the Banking Act of 1933 national banks were given broader 
privileges. But may we ask whether state-wide branches, or even 
branches extending throughout Federal Reserve districts would have 
prevented our banking debacle? Bank failures in the Middle West 
were not, in the reviewer’s opinion, due primarily to mismanagement. 
What happened was more in the nature of the collapse of an economic 
system based largely on agriculture. How many branch systems 
localized in that area could have withstood the storm? That there 
would have been a high mortality seems probable. 

One point which Professor Chapman mentions (p. 275), but does 
not, in the reviewer’s opinion, dwell upon sufficiently, is the apparent 
inability of many branch systems to prevent the duplication of branch 
offices. Competition between branch systems in many sections of the 
United States and Canada has led to the opening of an excessive num- 
ber of offices, which have been a severe drain upon the earnings of the 
banks involved, and consequently weakened them severely. 

The author seems nowhere to come out decisively in favor of branch 
banking on a nation-wide basis. What he appears to prefer is a gradual 
further development. Mere size, he realizes, may not be always de- 
sirable. Consolidation, primarily for the purpose of creating a larger 
bank, “‘in some cases... . works out very well, but frequently it 
leads to bad banking” (p. 82). But can branch banking be successful 
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tn a country like the United States unless it is on a nation-wide basis, 
in order to secure proper diversification? We should remember that 
California with its diversity of resources, industries, and climate is not 
a typical state. Have American bankers so distinguished themselves 
during the past decade that we are willing to entrust them with the 
tremendous responsibility of conducting huge branch systems? Serious 
doubts are permissible. 

As Professor Chapman realizes, branch banking is no panacea for 
our banking difficulties, but he believes it must be tried on a larger 
scale. The chief objection to it is, he asserts, that it will destroy the 
personal relationship between a customer and his bank. But this, he 
concludes, is unavoidable. He sees great difficulties in the way so long 
as we retain our dual system of state and national control. There is 
little doubt that a// banking should be brought under strict national 
supervision, if we are to have a desirable type of branch banking, or 
any other kind of sound banking. But the author is very dubious re- 
garding the prospects of so unifying our banking system in the near 
future. 

Some writers on branch banking assert that its further growth will 
weaken the power of the Federal Reserve System. Several of them 
would have no regrets on this point, since they are not enthusiastic 
about what the system has been able or willing to accomplish in the 
past. There is, it is true, a growing feeling that our monetary and 
banking laws should be amended so as to allow much less instead of 
more exercise of management by central banking officials. Professor 
Chapman, however, believes that the power of the Federal Reserve 
System will be increased if branch banking expands (pp. 88 and 373). 
What would happen would depend largely upon the kind of branch 
banking we develop. 

The reviewer agrees with Professor Chapman in his conclusion that 
our unit system has failed miserably. But is it all to be blamed on the 
unit system? Suppose Canadian banks had loaded their portfolios 
with real estate loans to the same extent as ours. This they could not 
do, of course, under their law, but would they have been so successful 
had they been able to do so? Suppose that all American banks had 
been under national supervision and were forbidden to make real 
estate loans. Would we today be so thoroughly convinced that branch 
banking is the only way out? Probably not, since dual control and 
excessive real estate loans were responsible for much of our trouble. 

Professor Chapman has written an interesting and valuable book, 
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and is to be complimented upon the judicial manner in which he han- 
dles his subject. He writes well and is very successful in his arrange- 
ment of a wealth of historical and statistical material. Much of it is 
not new, and there is considerable repetition, but the treatise as a 
whole constitutes an important contribution to the rapidly growing 
literature in this field. Finally, the Columbia University Press should 
be commended for the beautiful workmanship evident throughout the 


volume. 
CHARLES S. TIPPETTsS 


University of Buffalo 


The Development of Social Insurance and Minimum Wage Legislation 
in Great Britain: A Study of British Social Legislation in Relation 
to a Minimum Standard of Living. By HELEN FisHER HonMAN. 
Boston and New York: Houghton Mifflin Company, 1933. Pp. xxi 
+441. $3.50. 

This study of the problems of insurance and minimum wages is 
developed against a background of poor-law and poor-relief adminis- 
tration. The several chapters give a detailed historical development 
of legislative proposals and administrative measures relating to the 
special problems under discussion and present a view of the change in 
public and party attitudes toward these problems. The topics con- 
sidered are: the aged poor and old-age pensions; widows and their 
dependent children and widows’ and orphans’ pensions; the sick poor 
and health insurance; the unemployed and unemployment insurance; 
and the-low-wage industries and minimum wages of the Trade Boards 
Act. The chapter on minimum wage under the Trade Boards is of 
particular interest in present circumstances where extensive experi- 
ments in minimum wages have been begun under the National Re- 
covery Administration. 

The emphasis upon the poor-relief origin of these measures has the 
merit of focusing attention upon the question of their adequacy for 
meeting the needs of the particular problem for which each is designed. 
Adequacy of benefits as well as adequacy of scope are brought to the 
forefront of the discussion. This is well illustrated, for example, in the 
treatment of the difficult problems facing unemployment insurance 
immediately following the war. 

The method of treatment is historical rather than analytical. Legis- 
lative measures enacted and administrative changes adopted are 
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described and their effects traced in the light of the problems as they 
developed. The discussion is limited almost exclusively to England 
(with footnote references to Scotland) with little or no mention of 
parallel developments in other countries. The author’s position, in 
general, is neutral, that is, she describes the points of view of the 
several parties, and sets forth the facts of the problems and of the 
remedies as they are applied. 

This statement of method reveals the strong as well as weak points 
of the treatment. Within the limitation of this method, the book is 
well done. The writing is vivid, and the historical developments are 
traced with a wealth of interesting and effective detail. The difficulties 
of coping with relief problems with a purely local administration and 
with locally derived rates are clearly set forth. On the other hand, the 
suggestions as to methods or criticisms that might be derived from an 
appeal to the experience of other countries in treating similar prob- 
lems are lost; for example, the experience of Germany in insurance 
legislation, or of the United States in mothers’-pension legislation. One 
misses also any drawing upon experience with social-work principles 
in private relief. 

One is grateful for treatment of certain specific problems connected 
with insurance, for example, the effect of unemployment insurance 
upon subsidized emigration and the maintenance of vagrants. But 
such topics as the prevention of unemployment through control of the 
business cycle lie outside the scope of the book. One wonders why 
workmen’s compensation is omitted from this survey of social-insurance 
legislation. In essence it seems to fit in with the topics treated; the 
victims of industrial accidents were formerly subjected to the dis- 
abilities of poor relief until they were taken care of by workmen’s- 
compensation acts providing special benefits for special injuries. The 
question of adequacy of the benefits under workmen’s-compensation 
laws seems of an entirely similar character to that of adequacy of 
benefits under other types of insurance. 

The book was awarded first prize in Class A of the Hart Schaffner 


and Marx prize contest for 1928. 
ROBERT M. WoopBuRY 


National Recovery Administration 
Washington, D.C. 
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World Social Economic Planning: The Necessity for Planned Adjustment 
of Productive Capacity and Standards of Living. By THE INTERNA- 
TIONAL INDUSTRIAL RELATIONS INsTITUTE. The Hague, 1932. Pp. 
lxiii+ 585; Addendum: 585-935. $2.50. 

These two volumes, consisting of a series of addresses at the World 
Social Economic Congress at Amsterdam, in August, 1931, represent 
the individual opinions of certain industrialists, labor representatives, 
sociologists, and economists particularly interested in industrial re- 
lations, from leading countries including Holland, France, Austria, 
England, the United States, Switzerland, Germany, Russia, and China. 

Unfortunately the volumes fail to present the materials in any 
thoroughly systematic arrangement. Moreover, the papers themselves 
are, for the most part, discursive in character. There is much super- 
ficial description of current economic organization and of the results 
of maladjustments in that organization. Nowhere does one feel any 
clear grasp of the evolution of institutional factors and of the structural 
changes in the modern economic order whether in terms of: (1) the 
money and capital market and the adjustment of saving to invest- 
ment; (2) the growth of “contractual,” in contrast with “free,” in- 
comes and the consequent frictions in the flow of income via the pro- 
ductive process back to the market for both consumers’ and producers’ 
goods; (3) the growth of arrangements, whether capitalistic, labor, or 
governmental, which tend to build up bulwarks against change, there- 
by causing an accumulation of strains which sooner or later break 
open and force belated readjustments; (4) the nationalistic obstruc- 
tions to the functioning of the international price mechanism; and (5) 
the spread of industrialism to backward countries and the repercus- 
sions upon the older capitalistic nations. 

Many of the papers appear to support the simplified view that back 
of us lies a laissez-faire economy, and before us a planned economy 
and that a clear-cut division can be made between these two systems. 
If a dichotomy must be made, it should rather be made between: (1) 
an economy under which production is motivated and guided by a 
price system, and (2) an economy under which production is motivated 
and guided by means of regimentation. 

Institutional arrangements and planning are involved in either case. 
Indeed, it is in the evolution of institutional controls and the impact of 
their functioning upon the price system that one must seek the under- 
lying causes of the current world-disorders. Thus, whether we operate 
under a price economy or under a regimental economy the problem is 
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essentially, as one delegate rightly pointed out, one of economic or- 
ganization. And economic organization is in a fundamental sense 
nothing more than economic planning. 

The problem of economic organization is, in the final analysis, a 
problem of human organization. This modern economic problem is 
enormously complicated by the fact that the world’s population is 
divided into many nations, each having reached a different stage in 
the development of economic techniques and social control. One dele- 
gate significantly quoted the words of Nietzsche: “There approaches 
inevitably, hesitantly, terrible as fate itself, the great problem and 
question: How shall the world as a whole be administered?” 

The groping of the delegates from the capitalistic countries, strug- 
gling with admixtures of schemes of planning, portions of which are in- 
tended to make the price system function better, and portions of which 
are aimed to introduce, by patches, a regimental economy, stands out 
in the conference in striking contrast to the more single-minded 
(though somewhat naively simplified) approach to the problem of 
planning revealed by the Russian delegates. 

The extreme complication of the functioning of the price system 
under the labyrinth of conflicting and obstructing institutional ar- 
rangements—some of which were definitely introduced as protective 
special interest devices (for example, the tariff and monopolistic or 
quasi-monopolistic price and wage controls), some to remedy special 
problems (for example, the regulation of public utilities) but failing 
to take cognizance of the larger, indirect consequences—makes any 
program of reform extraordinarily difficult. Most of the planning pro- 
cedures advocated offer only piece-meal attacks which are likely to 
lose sight of the whole. Only the monetary approach—one which is 
well-nigh forgotten in these volumes—is universal in character. But 
this approach confronts two grave difficulties. First,even an ideal mone- 
tary mechanism cannot function successfully except in the framework of 
a structure of reasonably flexible individual prices; and second, its oper- 
ation requires the utmost freedom from special interest manipulation. 

In the final analysis disturbance of the price system, in consequence 
of special interest controls, is the crucial problem. The world-wide 
shift toward regimentation, following from the current, intolerable 
conditions, does not offer an escape from the conflict of interests, but 
seeks to reach an accommodation through methods essentially political 
rather than economic. Whether the full consummation of this program 
(should this prove to be the road on which the logic of events will drive 
us) will spell the end of democratic institutions depends upon the level 
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of intelligence and self-control which modern populations have 
achieved. But if short-sighted human selfishness will not permit the 
price system to function, what assurance is there that the problem of 
human relations will be satisfactorily solved in a regimented economy? 

Problems of this sort are touched upon but lightly in these volumes. 
There is much discussion of the current economic turmoil and of 
“planning” as a solution. But one does not rise from a reading of these 
volumes with any firm understanding of the fundamental causes of 
economic maladjustments whether domestic or international, nor 
with any clear insight into the nature and significance of economic 
planning. 

ALviIn H. HANSEN 
University of Minnesota 


Australia in the World Depression. By E. RONALD WALKER. London: 

P. S. King & Son, Ltd., 1933. Pp. xi+219. 10s.6d. 

In this study Dr. Walker presents an excellent picture of events and 
policies in Australia during the depression. He has attempted not 
merely to chronicle the events but to analyze the policies which grew 
out of them. The book will be of great interest to Australians as the 
work of a local economist looking through Cambridge spectacles at 
what amounts in large measure to the works of his own “college pro- 
fessors”’; and it will be particularly useful to oversea readers in pro- 
viding a readable account of what has been going on behind the barrage 
of newspaper economics. 

The first two chapters open the story appropriately by presenting 
various statistical measures of the progress and intensity of the de- 
pression experienced in Australia, and discussing the oversea contacts 
through which disturbances in the outside world can be transmitted 
to the Australian economy. The chief among these, of course, are the 
relatively large volume of oversea trade, and the great extent to which 
the development of the country has been financed by oversea borrow- 
ings, chiefly from England. 

In the following chapter the author describes the boom which pre- 
ceded the slump, and which, incidentally, a few of his colleagues were 
still describing in 1930 as years of long-continued depression. He dis- 
cusses at some length, though unfortunately, but perhaps necessarily, 
with only very tentative conclusions, the relatively high normal level 
of unemployment observable in the post-war years. This he attributes 
to the instability associated with the rapid development of manufactur- 
ing industries. 
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The history of the depression itself is introduced by a short account 
of those features of the “world-slump” which were of particular rele- 
vance for Australia, and develops into a rather wordy discussion of 
the course of wool and wheat prices, and Australia’s credit in London. 
The brief discussion of the balance of payments with which this chap- 
ter closes is not very satisfying, and the chart of the main items 
entering into the accounts is difficult to reconcile with the published 
figures. Gold exports of nearly 10 million pounds Sterling in 1931-32 
are completely ignored, and in the last four years the figures for over- 
sea borrowings are seriously in error. Dr. Walker has obviously been 
confused between long- and short-term borrowings. His difficulties in 
securing reliable data at the time are appreciated, but in a book of this 
description they warrant reprieve rather than pardon. 

The chapter entitled “Plans and Policies” provides a good running 
account, necessarily somewhat condensed, of the actual course of 
events during the period of crisis, of the conflict of political opinion, 
and of the methods which were finally followed in the attempt to ex- 
tricate Australia from the morass into which she was rapidly sinking. 
In this chapter the author attributes most of the success visible to him 
at the time of writing to the “back-door” inflation made possible 
through the financing of “controlled” government deficits by treasury 
bills discountable on call at the Commonwealth Bank. 

Considerably less weight is allowed to the influence of wage reduc- 
tions enforced, at first by the Commonwealth Court of Arbitration, 
and later by the wage tribunals of the states. Dr. Walker is led to this 
view by his theoretical analysis (in the following chapter) of the pur- 
chasing power argument against wage-cuts. His equations are interest- 
ing, and he deserves full credit for an able attack on a problem which is 
too often shrugged away. One cannot help feeling, however, that a 
re-examination of his assumptions might lead him to apply his con- 
clusions to a concrete situation with rather more reserve. 

In considering criticisms of the general conclusions to which the 
author is led, ie., that “there is sufficient truth in the purchasing 
power argument to prevent a general wage reduction from causing a 
vast reduction of unemployment during a slump,”’ or (more strongly) 
“that general wage reductions are insignificant as compared with 
changes in other factors, and are unlikely to produce the desired re- 
covery in investment,” Dr. Walker attempts to reconcile the differ- 
ences between Keynes and von Hayek on the question of investment 
and consumers’ demand. “If Mr. Keynes seems to be moving in a 
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different world from Professor Hayek, it is because in Mr. Keynes’s 
system investment and consumption are not really considered as 
alternatives; and in Professor Hayek’s theory they always are. Our 
position is that they sometimes are’’ (p. 200). 

Despite a few blemishes the book is a valuable contribution to the 
literature of the depression. It contains a number of statistical in- 
accuracies, some of which require special mention. The fall in the 
national income of 25 per cent referred to by a group of economists 
(misquoted on p. 4) was estimated to have occurred between 1928-29 
and January, 1931, not from 1928 ¢o 1929. On pages 9 and 42 Dr. 
Walker is a trifle too dogmatic about the inaccuracy of the trade- 
union percentages of unemployment. The discrepancies between these 
figures “and such other independent estimates of unemployment for 
the whole of industry as are occasionally available” are not as great 
as he (and those he quotes) have imagined. In the five-year period 
1924-25 to 1928-29 exports accounted for 94.4 (not 77) per cent of 
the wool clip (p. 20). Dr. Walker’s criticisms of estimates by the 
present reviewer of capital imports in the period 1919-20 to 1927-28, 
on the ground that they do not agree closely with the public oversea 
borrowings (pp. 26-27), are due to a misconception, which would have 
been obviated by even a hasty reading of chapter iii of the work cited. 
The cost of protecting the Australian sugar industry is more like 6 
million pounds Sterling than 2 million pounds (p. 57). The discussion 
of the growing cost of government in the boom years (pp. 65-71) 
suffers somewhat from rather naive interpretations of unsatisfactory 
statistical material. Receipts from the sales tax in New South Wales 
did not increase from 9.6 million pounds Sterling in June, 1932, to 
approximately 12 million pounds in September (p. 153), but recorded 
sales under the sales tax acts increased from 9.6 million pounds to 11.1 
million pounds. 

The general style of the book is good in parts, but Dr. Walker 
should guard against such statements as: “‘A less-remembered period 
is that of the early ‘forties; probably because even the oldest inhabi- 
tant was then very much younger ” (p. 12), and “.... the 
average working year in 1927 consisted of 189 days....” (p. 55). 
The graphs cannot be commended, but the book is adequately indexed. 

ROLAND WILSON 
Canberra, F .C.T. 
Australia 
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The Illinois Central Railroad and Its Colonization Work. By Pau. 
Wattace Gates. Cambridge: Harvard University Press, 1934. 
Pp. xiii+374. $4.00. 

This study is primarily a detailed account of the activities of the 
Illinois Centra] Railroad in disposing of its 2,595,000-acre land grant. 
The land was mortgaged to provide construction funds, and it was 
held for sale at the higher prices which the construction of the railroad 
would bring. Expeditious sale was necessary, however, because of 
the burden of the debt and the charter provision (which was avoided) 
that lands remaining unsold ten years after the completion of the rail- 
road should be sold at public auction. 

The land was priced (originally) according to its distance from the 
railroad. Such liberal credit was given that over-purchasing was in- 
vited and delinquencies and collections became serious problems. 
Contracts for 717,959 acres were canceled between 1858 and 1870, 
although the company was lenient and gradually advised much smaller 
purchases. Selling began in August, 1854, and nearly half the land was 
sold by 1857 and over 2,000,000 acres by 1870. The average price was 
$12.75 per acre to 1861 but less than $11.00 from 1862 to 1868. The 
land remained tax-exempt until title passed. “Greatest of all town-site 
promoters was the Illinois Central” (p. 128) which “‘made an excellent 
thing out of the town-site business” (p. 148). “The urban develop- 
ment of Illinois during the fifties and ’sixties was, to a considerable 
extent, the work of the Illinois Central” (p. 147). 

Dr. Gates ably depicts the setting and the technique for the land 
selling. Governmental policy was such that large blocks of land fell 
into the hands of speculators, states, and other land-grant railroads. 
Much land was pressing for sale under vigorous competition. The 
Illinois Central embarked upon “‘the largest and most extensive ad- 
vertising campaign ever entered upon by a land company up to that 
time” (p. 171). Circulars, advertisements, and agents were used 
widely (at home and abroad) to sell the “Garden State of the West” 
(and to discredit other regions). In keeping with the times, the solici- 
tations sometimes were quite bizarre and “exaggerated conditions by 
magnifying the good qualities and minimizing the less favorable fac- 
tors” (p. 177). The company’s colonization activities, the author 
thinks, were an important factor in the Republican victory of 1860 
(pp. 241-48). 

The first five chapters survey the settlement of Illinois to 1850, the 
lobbying and compromising to secure the land grant and the subse- 
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quent contests for it, and financial and construction problems. The 
financial discussion does not attain the quality of the other parts of the 
book. The author mentions the estimated construction costs of $16,- 
500,000 (and the plan to raise that amount) but not the actual cost, 
which was $10,000,000 greater; and the financial chaos and expedients 
which followed the promoters’ gross miscalculation are not discernible. 
The author’s interpretation of the financial difficulty and solution is: 
“The depressed market conditions of 1854 and 1855 and the inability 
of the Company to realize more than 70 per cent on the sale of its bonds 
had forced it to resort to calls on the stock or to short-term notes” 
(p. 78). (It may be remarked that $4,500,000 construction bonds sold 
at 65, and, among the issues not mentioned by the author, one for 
$3,000,000 sold at less than 70.) The statement that “Its [the rail- 
road’s] construction was made possible by a mortgage secured upon 
its lands and the interest charges were paid and the bonds retired by 
the proceeds from land sales” (p. 149), is too simple to cover the cir- 
cumstances. Miscellaneous expedients were resorted to to secure con- 
struction funds; and construction bonds were retired by the substi- 
tution of $5,000,000 redemption bonds between 1864 and 1869— 
probably to permit the proceeds from land sales to be used for interest 
and dividends rather than for bond retirements. 

Dr. Gates’s study gives evidence of wide research and is especially 
rich in source citation. Some parts may be somewhat too detailed or 
carried too far afield. The book is a scholarly addition to American 
history and its style should make it interesting to the ordinary reader. 

Lewis SEVERSON 
Beloit College 


The ABC of the NRA. By Cuartes L. Dearinc, Paut T. Homan, 
Lewis L. Lorwin, and Leverett S. Lyon. Washington: The 
Brookings Institution, 1934. Pp. xiv+185. $1.50. 

Price Control Devices in NRA Codes. By GEORGE TERBORGH. Wash- 
ington: The Brookings Institution, 1934. Pp. 45. $0.50. 

The staff of the Brookings Institution presents in these two volumes 
preliminary studies, on the one hand, of the legislative and adminis- 
trative aspects of the National Industrial Recovery Act and, on the 
other, of the most vital aspects of policy in the approval of codes. 

The study of the legislative and administrative aspects of the act 
summarizes its antecedents in currents of thought and institutional 
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change, as well as in the economic and political events immediately 
preceding its passage. The writers point to the economic questions 
raised by a policy of increasing pay-rolls in advance of sales revenues 
and comment upon the use of the act as a relief measure (by spreading 
work), a means of introducing social reforms (such as the abolition of 
child labor and sweat shops), of effecting far-reaching changes in in- 
dustrial organization and, possibly, as a means of experimenting in the 
stabilization of economic activity in a profit economy with markets 
performing, in the main, the functions expected of them in the past. 

The study consists mainly, however, of a description of the adminis- 
trative agencies established under the act or concerned with its opera- 
tion and a brief general statement of their powers. Unfortunately, 
the manner in which these agencies have operated, the relative im- 
portance they have attained, the manner in which they have exercised 
their powers, and the quality of the personnel selected to administer 
them receive little attention. The work is of more interest to those 
interested in administrative law, or to lawyers dealing with the ad- 
ministration, than to economists and others attempting a serious 
appraisal of the administration. 

The study of price-control devices approved by the administration 
is based upon an analysis of the first two hundred and fifty codes 
approved. Clauses providing for the fixing of minimum prices, the 
prohibition of sales at prices less than the cost of production, “open 
price” policies and the limitation of production or productive capacity 
are separately analyzed. The subtle administrative problems to which 
these clauses give rise are clearly and incisively presented, and their 
more immediate consequences are indicated with analytical precision; 
the lack of any evident underlying economic policy in the approval of 
codes is remarked. No attempt has been made to analyze the actual 
effects of the operation of the clauses; the value of the study would, 
however, have been enhanced by some attempt to indicate the relative 
frequency with which the various types of clause have been approved 
and to discover whether there is any correlation between the desire 
for particular types of clause and particular industrial conditions. The 
study is, nevertheless, one of the best available examinations of the 
economic aspects of the code clauses directly affecting output and 
prices. 

The Brookings Institution, having decided to withhold appraisal of 
either the theories upon which the act is based or the policies pursued 
in its administration, has performed a valuable service in endeavoring 
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to assist “thinking persons who wish to follow understandingly what 
happens under the act,” and in achieving that objective with such 


brevity and clarity. 
ARTHUR ROBERT BuRNS 


Columbia University 


The Hard Winter Wheat Pools. By JosepH G. Knapp. Chicago: Uni- 
versity of Chicago Press, 1933. Pp. ix+180. $1.50. 

The early post-war period was a heyday of large-scale organization 
for marketing on the part of farmers. Much faith was placed in the 
price-lifting powers of organizations having extensive control over the 
sale of products by means of ironclad marketing agreements. Wheat 
pools occupied a prominent place among such organizations. This book 
by Dr. Knapp represents the results of a study directed particularly 
at the pooling movement in hard winter wheat regions, although some 
mention is made of pooling developments among grain-growers of 
Canada and elsewhere. Students of co-operative developments will 
find it a source for many valuable details of wheat pooling during the 
past decade. 

After giving a brief background setting, the book discusses the 
growth and development of pooling associations and organization 
structure. Certain legal aspects are reviewed and operating methods 
are outlined. Operating costs and comparative pool and non-pool costs 
and prices are considered at some length. The question of whether the 
pools brought higher returns to their members than were obtained by 
others through farmers’ or private elevators has been the subject of 
much heated controversy. Clear-cut answers are impossible because 
available data do not lend themselves to conclusive analysis. Dr. 
Knapp points out some of the difficulties involved in making such 
comparisons. A worth-while discussion of services which selling organ- 
izations can perform for grain farmers is included. 

“Orderly marketing” and “merchandising,” terms which rolled 
glibly off the tongues of pool promoters, come in for consideration by 
the author. The results of seasonal pools to date have not been such 
as to fulfil the expectations of their enthusiastic supporters. In con- 
nection with his discussion of speculation, Dr. Knapp might well have 
given some consideration to the fact that pooling when used for the 
purpose of withholding grain from market becomes a means of specu- 
lation. This is a point which pool adherents and even leaders have 
not always grasped. The chapter dealing with production control is not 
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concerned primarily with control through the efforts of producers’ or- 
ganizations but rather with broader aspects of control through govern- 
mental action. More attention could properly have been given in a 
book of this kind to the limitations of production control by co-opera- 
tive organizations. Failure of pools to achieve a majority control is 
pointed to as not “permitting arbitrary disposal of a large supply of 
wheat” (p. 155). Attention might well be invited in this connection to 
the fact that such control may not be an unmitigated blessing. Instead 
of following an established market, an organization in such a situation 
must take the lead in arriving at its asking prices, and if guided by hope 
and desire rather than by cold-blooded analysis, it may easily go 
astray. Tobacco pooling supplies some illustrations of this fact. 

A better picture of the co-operative movement in grain would have 
been supplied if more attention had been given to the relations of 
farmers’ elevators to the program. After all, Western Canada has ex- 
perimented more extensively with grain pooling than have United 
States farmers and more details of those developments would have 
added to the interest and value of the book. The closest approach to 
a national set-up in grain is the Farmers’ National Grain Corporation, 
which came into being under Farm Board auspices. While reference 
to this occurs at various points, a detailed discussion of its place in the 
present grain-marketing program is not given. Many readers probably 
would have found helpful some additional analysis of why the wheat- 
pooling movement has failed to make more headway in this country. 
This would have involved not only additional analysis of the pool oper- 
ations organization, and leadership, but also some analysis of the organ- 


ization of the grain market. 
O. B. JESNEsS 


University of Minnesota 


China’s Geographic Foundations: A Survey of the Land and Its People. 
By Grorce Bascock Cressey. New York: McGraw-Hill Book 
Co., Inc., 1934. Pp. xvii+436. $4.00. 

Dr. Cressey presents in China’s Geographic Foundations an excellent 
survey of that country and of the economic activities of the people in 
relation to their environment. In view of the growing importance of 
the Far East in world affairs, the volume is a timely contribution, 
valuable to geographer and economist alike. 

The study is based primarily upon material gathered during six 
years of residence and travel in China. It has received support from 
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the Social Science Research Council and from the American Council 
and the International Research Fund of the Institute of Pacific Re- 
lations. The journeys of the author have carried him, despite bandits 
and civil wars, some thirty thousand miles into most of the provinces 
of China proper and to many outlying areas beyond the Great Wall. 
His observations have been supplemented by recourse to a voluminous 
body of published material and the lengthy bibliography can be 
criticized only for the inclusion of some references of doubtful sig- 
nificance. 

Though there is a brief discussion of mineral resources, manufactur- 
ing, and commerce, the principal emphasis has been placed upon 
agriculture and the agricultural background—and quite properly so 
in a work of this general nature, since China is essentially an agricul- 
tural country. The regional method is followed and there is a detailed 
treatment of each of the 15 geographical regions into which China has 
been divided by Dr. Cressey. Among the important areas demarcated 
are the North China Plain, the Loess Highlands, the Manchurian 
Plain, the Yangtze Plain, and the Southeastern Plain. It is inevitable 
that other geographers will be unwilling to accept some of the divisions, 
but Dr. Cressey’s scheme provides an excellent basis for further study 
and refinements. 

The author has avoided two shortcomings of most regional studies: 
In the first place, in early chapters, before beginning the more detailed] 
regional discussion, he has established an understanding of the genera 
features of China as a whole, and the reader is able to appreciate the 
significance of the regions and of their relation to the country and to 
one another. The topics covered in this section include the antiquity 
of the occupation of the area by the Chinese, the isolation of the coun- 
try, the pressure of population, the contrast between different sections, 
the topography, the climate, agriculture, resources, and world con- 
tacts. In the second place, the author has avoided the encyclopedic 
monotony so common in regional discussions by selecting for each 
region some key characteristic or problem about which his description 
is centered. As a result, each region stands out sharply as a definite 
area with an individuality of its own. Monotony is also avoided by 
chapter titles and paragraph headings that are specific rather than 
general. 

There are many excellent photographs and maps, illustrating the 
textual material admirably, that have been presented at their best on 
a coated paper of good quality. The style is interesting, and the author 
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is to be commended for its simplicity. For anyone desirous of obtaining 
a vivid picture of China, the land, and the people, China’s Geographic 
Foundations can be recommended highly. There is no other similar 


book available in the English language. 
Joun E. OrncHARD 


Columbia University 


The Economic Foundations of Fascism. By Pau. Ernzic. London and 

New York: Macmillan Co., 1933. Pp. xii+156. $3.00. 

This book is a thoroughly discreditable piece of journalistic hack- 
work, evidencing on almost every page a degree of naiveté or of bias 
that is really shocking. Within the limits of a brief review, it is possible 
to indicate only a few of the characteristics that make the book worth- 
less for the purpose of serious study of the subject with which it pur- 
ports to deal. 

The author has an utter contempt for the use of statistics (p. 21). 
The result is that when he comes to discuss the extent to which the 
Fascist régime has been able to realize in practice certain of the advan- 
tages which it may be said to have on paper, we are given, not the 
facts, but flat statements, completely without documentation of any 
kind, that may or may not be true. We are told, for example, that 
“wages [in Fascist Italy] are more elastic than in any other country” 
(p. 73). Perhaps so; but something more than a flat statement to that 
effect must be presented if the statement itself is to carry conviction. 
The same may be said with respect to statements to the effect that 
“unemployment in Italy is relatively more moderate than in any of the 
other industrial or semi-industrial countries” (p. 47). One would like to 
know also the precise basis for a declaration to the effect that “it may 
be said without exaggeration that the number of unemployed in Italy, 
which fluctuates around a million, would be about twice that figure 
but for the ambitious policy of capital expenditure undertaken by the 
Government” (p. 48). 

The author shows also a fatal inability to distinguish between the 
recorded facts with respect to achievements up to date, on the one 
hand, and pious aspirations for the future, on the other. This fault is 
evidenced, above all, in a curious tendency to confusion in tense and 
mood which makes him, in speaking of the “advantages” of a Fascist 
system (e.g., pp. 12 f., 44, 73 ff.), use the present indicative when he 
surely means the future or at least some form of the conditional. This 
fault, moreover, finds a complement in the author’s extraordinary 
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readiness to utter easy prophecies. He is convinced that “certainty of 
success” attends “planning” in Fascist Italy (p. vii)—a “planning” so 
comprehensive that it is to do away not only with such things as tech- 
nological unemployment (p. 43) but also “cyclic crises” (p. 117). He 
asserts confidently that with the “consolidation” of the Fascist eco- 
nomic system “orthodox monetary principles”—upon which, it seems, 
he does not look with great favor—‘‘will be gradually relaxed” (pp. 
81 f.). He is positive in maintaining that “the Treasury will never be 
called upon to make any actual payments” in cases in which the gov- 
ernment has assumed a contingent liability by giving its guarantee to 
loans issued for the financing of public-works schemes (p. 55). 

The parts of the book which give the closest approximation to a 
critical analysis of what has actually been done, instead of what may 
be done in the future by an all-wise and beneficent “authoritative” 
state are, significantly enough, concerned with what the author him- 
self designates (p. v) as “the sphere in which he has hitherto specialized, 
namely that of monetary problems.”’ It is perhaps also significant that 
it is precisely within this field that he finds two examples of govern- 
mental interference which he regards as having had unfortunate eco- 
nomic consequences—viz., the stabilization of the lira in 1926, largely 
for political reasons, at what the author, with many others, considers 
as “too high” a level (pp. 19 f., 78 ff.), and Mussolini’s order to the 
banks, at the beginning of the present depression, to “support the 
market in their own shares as well as in the shares of those companies 
with whose financing they were concerned” (pp. 8o ff.). The reader is 
left with the unfortunate impression that if the author—assuming that 
he was prevented by lack of time from making the necessary statistical 
studies—had been able to ask, upon the basis of previous “‘specializa- 
tion’’ in the relevant fields, equally penetrating questions with respect 
to other aims and results of the economic program of Fascism, he 
might have uncovered other acts the wisdom of which might be brought 
seriously into question when judged as an instance of the benevolent 
governmental interference which is held to be so superior to the system 
of “laissez-faire” that the author despises so heartily (pp. 4, 9, 11, 33 ff., 
69 ff., 109 ff., 118 ff.). 

I say that this impression is “unfortunate.” I say so because the 
economic experiments of the Fascist government may well turn out to 
have as crucial an importance for a desperate world as the author of this 
book thinks—especially when these “experiments” will finally have 
passed from the “paper” stage in which they so largely are at the pres- 
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ent time, into actual practice. It would be a pity if these experiments 
were to be discredited before they are really tried. Yet the surest way 
to discredit them is to cover them with the kind of haze with which this 
author has surrounded his subject—a haze compounded of generaliza- 
tions concerning matters of fact without adducing factual evidence in 
support of them, loose talk about the new “spirit” which the Fascist 
régime has given the people of Italy (pp. 8 ff., 22 f., 31, 100), and the 
sort of intellectual dishonesty which makes it possible for the author to 
assign a “voluntary” character to so many of the new arrangements 
(pp. 28, 34, 45 f., 87 ff.), and to reconcile his comforting assurances that 
the “increased curtailment of economic freedom” which will be associ- 
ated with an “increasing adoption of planning”’ will be accompanied 
by a “gradual restoration of political freedom” (p. 64) with other state- 
ments to the effect that the government is able to proceed with its pro- 
gram of public works without fear of adverse criticism “thanks to the 
firmness with which the Government has controlled the factors in- 
fluencing public opinion,” so that “any economists who are dissatisfied 
have to grumble behind closed doors” (p. 49). 
ARTHUR W. MARGET 
University of Minnesota 


Current Problems in Public Finance. (Lectures delivered at the Na- 
tional Conference on the Relation of Law and Business, held under 
the auspices of New York University.) Chicago: Commerce Clear- 
ing House, Inc., 1933. Pp. vilit+391. $3.25. 

The fifty addresses incorporated in this volume were delivered at a 
conference sponsored by New York University, December 5-9, 1932. 
The list of contributors includes business men, lawyers, economists, 
editors, tax administrators, governors and other elected governmental 
officials, financiers, representatives of taxpayers’ associations, direc- 
tors of research organizations, an engineer, and a public-relations coun- 
sel. Thus into the fiscal sphere is carried the honored credo of Democ- 
racy, that the voice of the people is the voice of God! 

The lectures are grouped under fourteen topical heads, yet the ac- 
tual number of topics involved is thirty-nine (by the reviewer’s count). 
The heterogeneity of the contents as co subject matter is, however, 
not relatively greater than their disparity as to merit. Among the 
items notable only for their lack of substance are the irate ranting of 
Robert R. McCormick, the technocratic version of the “‘undercon- 
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sumption” fallacy as presented by David C. Coyle, and the “pep talk” 
by Daniel J. Kelly in the réle of Pollyanna. Nor should one overlook 
Edward L. Bernays’ naive thesis that “. . . . it is fundamental that 
an effective public opinion be developed and organized in a highly 
skilled, technically proficient way before a new tax program can be 
adopted” (p. 391). In other words, the organization of bigger and bet- 
ter “pressure groups” is the surest way to find the answers to tax 
problems! Evidently Mr. Bernays is quite untouched by any fear that 
the advocates of tax ‘‘reforms” may ever be other than noble, unselfish 
fellows, or that their venal opponents may not be altogether ignorant 
of these mighty techniques and not refrain from employing them. 
The reviewer confesses misgivings. And if the argument be advanced 
that this is a situation in which the devil must be fought with fire, it 
may be suggested, in response, that in any short combat the devil’s 
greater experience with such weapons is likely to count heavily. 

In pleasant contrast with the items just mentioned are Harley L. 
Lutz’s discussion of reorganization of the governmental structure, 
Carl Shoup’s presentation of a plan to offset revenue fluctuations by a 
system of reserves, Henry C. Morrison’s treatment of the problem of 
equalizing school costs, and Edwin R. A. Seligman’s suggestions rela- 
tive to the co-ordination of revenues—all valuable contributions to 
fiscal literature. Also the papers by Harold M. Groves, Alexander N. 
Sack, Carl H. Chatters, Marcus Nadler, Luther Gulick, and Herbert 
Pope seem worthy of special mention, although perhaps a dozen others 
are no less meritorious. Indeed, the wheat in the volume clearly out- 
weighs the chaff, despite the latter’s abundance. 

Only one current problem receives consideration by more than a 
few of the contributors; it is—Should total governmental expenditures 
be expanded or contracted, as a matter of social policy, during 1933 and 
immediately subsequent years? Fifteen speakers take a definite stand 
on this question, and of that number eight favor contraction and seven 
support expansion. Is this not significant, at least in its implications, 
with respect both to the future of “liberal” government and to the 
possibility of “‘intellectua] leadership?” We have long been accus- 
tomed to eight-to-seven divisions of the electorate over such inconse- 
quentia] issues as to whether A or B shall serve as county sheriff— 
indeed, we have even relished the sporting flavor that such conditions 
have imparted to politics. But we have received a series of five-to- 
four divisions of the Supreme Court in important cases with much less 
complacency; indeed, such decisions have substantially lessened our 
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respect for that tribunal. Can we fairly escape the conclusion that, 
as political issues come increasingly to relate more directly and obvi- 
ously to the interests and welfare of self-conscious groups, the seven 
persons are less and less likely to bow gracefully and peaceably to the 
will of the eight? Can the group that is a majority by only a narrow 
margin continue to make its will effective on the minority, without ma- 
terially altering that system of superficial control techniques that has 
come to be regarded as an integral part of Democracy? Further, is it 
likely that the house of “intellectuals,” so divided against itself, can 
ever command such general confidence that the masses will eagerly 
turn to it for political leadership? And is there valid basis for con- 
demnation of the masses for refusal to do so? And finally, is not a 
“democratic dictator” (seemingly the present hope of many disillu- 
sioned “republicans”’) impossible of realization, since the very term in- 
volves an irreconcilable contradiction of concepts? 
RICHARD W. NELSON 
University of Iowa 


Value Theory and Business Cycles. By HARLAN LINNEUS MCCRACKEN. 

New York: Falcon Press, Inc., 1933. Pp. xiii+-270. $4.00. 

There has been so little evidence of profound thought concerning 
the business cycle in the United States (witness the scarcity of articles 
under that heading reported from American journals by the late Social 
Science Abstracts) and there has been such a mass of trashy comment, 
some from eminent authors, that it is a great pleasure to call attention 
to one book which adds a few real cinders to the wilderness path. 

The theorists are here divided into two schools, according as they 
follow Ricardo in believing value to be embodied, usually by labor, 
in goods, or as they take the broader view of Malthus that value is 
fixed by the twin forces of supply and demand in the market. Under 
each school the non-monetary theorists are treated first, and then the 
monetary theorists. For instance, Sismondi and Marx are given after 
Ricardo, and then the discussion plunges into the monetary experi- 
ments of John Law, Proudhon, Owen, and Kellogg. Similarly, Tugan- 
Baranowsky, Aftalion, Foster, and Catchings follow Malthus, after 
which come the monetary theories of Irving Fisher and Keynes. The 
central theme is that embodied value theories, either as applied to 
goods or to money, are sterile for business-cycle explanation, while 
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supply-and-demand theories, by acknowledging the limitations of 
demand, open the way toward the possibility of a general overproduc- 
tion. Not only goods but even money and credit meet these limita- 
tions of demand, and lose value if issued in too great abundance. 

The treatment of John Law under the same classification with the 
bullionists, Ricardo and Marx, is especially interesting. Law had, 
in earlier and cruder form, the Ricardian faith that value was em- 
bodied in commodities, and it was this which led to his fallacy of issuing 
money against land and other articles of value. It is here that Mc- 
Cracken misses a real opportunity to bring his discussion up to date. 
The faith of John Law, that any commodity which is put back of 
paper money will make that money valuable, is the same faith that 
backs our deposit currency of today with the “security” of land and 
merchandise. Our accounting system is still Ricardian, in that cost 
is considered to be the principal determinant of value, and our credit 
system is still based on the fallacies of Law, in that the sole test of the 
value of any credit is its collateral. “There is no indication in his 
(Law’s) writings that the value, or the price of the commodity on 
which his currency was to be based might rise as the currency issued 
increased.” (P. 71.) Nor is there sufficient realization in modern 
banking systems that prices can be raised and lowered by the inflation 
and deflation of credit. 

Other interesting portions of the book include the credit given to 
Malthus as the originator of the public-works cure for depressions, the 
criticism that Sismondi’s theoretical cycles have a period of only a few 
weeks, the discussion of Proudhon’s significant ‘‘chemical theory of 
exchange,” and the exposition of Hayek’s “neutral money” proposal. 
Too much credit may be given to Malthus for anticipating the Aus- 
trians in mentioning the diminishing factors in demand. The one 
really disappointing part of the book is the ending. Instead of a stimu- 
lating and challenging conclusion on questions still controversial in 
value theory, and their counterparts in business-cycle theory, the 
author wanders from his central theme to some current twaddle on 
“Avoidable Causes of Instability” and “America Goes off the Gold 
Standard.” In general, however, the book is well-conceived and simply 
written, and will help us to think a little further into the tangle of 
business-cycle theory. 

Epcar Z. PALMER 
University of Kentucky 
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Select Documents in Canadian Economic History, 1783-1885. By H. A. 
Innis and A. R. M. Lower (eds.). Toronto: University of Toronto 
Press, 1933. Pp. vilit+846. $5.00. 

In 1925 Dr. Adam Shortt, chairman of the Board of Historical 
Publications for Canada, published by the authority of the secretary of 
state under the direction of the Archivist two large volumes of Docu- 
ments Relating to Canadian Currency, Exchange and Finance during the 
French Period. In 1929, as an extension to this work and complemen- 
tary to it, Professor Innis edited Select Documents in Canadian Eco- 
nomic History 1497-1783. The present volume was planned originally 
to bring the record down to 1914 but on account of the quantity of 
printed materials available it was found necessary to stop at 188s. 
Students of economics in Canada who are interested in the trend of 
Canadian economic life and/or in the setting to current economic prob- 
lems cannot be too grateful to the editors of these books. As a result of 
their work it is now possible for students in Canadian universities to 
study with some degree of fulness the development of the economic in- 
stitutions of their native land. 

In the present volume Professor Lower, who acted as assistant to 
Dr. Adam Shortt during the preparation of his earlier work, is responsi- 
ble for the period between 1783 and 1850. The selections made cover 
the colonization and settlement of the St. Lawrence Valley, the devel- 
opment of communications, trade and industry in the Canadas, trad- 
ing policy (imperial and local), monetary and financial policy, and, 
finally, the economic life of the Maritime Provinces. Apart from docu- 
ments in the narrower sense of the term, there is a generous selection 
drawn from contemporary newspapers and books. The whole is a 
tribute to Professor Lower’s skill and gives the reader a reasonably 
clear idea of the economic life of the period. 

Professor Innis’ work on the period between 1850 and 1885 does not 
appear to as good advantage as it does in his earlier volume covering 
1497-1793. He states in the Introduction that “the wealth of printed 
material available in the publication of the various governments con- 
cerned has defied selection” and abandons the reprinting of documents 
as such in favor of a series of chapters, which are made up partly of 
extracts from official publications dealing with transportation and com- 
munication, the chief industries, labor, population, credit and money. 
He carries this plan through, dealing in turn with Ontario and Quebec, 
the Maritime Provinces, the prairie provinces, and British Columbia. 
The final section is devoted to “Confederation and Credit.” A large 
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amount of factual data of considerable value is brought together in 
this manner. In the opinion of the present reviewer, however, Professor 
Innis would have served himself and scholarship better either by 
making the best selection of documents he could in the face of ad- 
mitted difficulties or by allowing the volume to end at 1850 and re- 
serving his material for the later period for the general economic his- 
tory of Canada, which all Canadian economists hope he will see his way 
clear to write. He has, however, chosen to follow another course and it 
would be ungracious to complain when he has given so much. 


D. A. MacGrsBon 
Board of Grain Commissioners 
Winnipeg 


A Political Geography of the British Empire. By C. B. Fawcett. Bos- 
ton: Ginn & Co., 1933. Pp. xiii+409. $4.50. 

As the author states in his Preface, this book is an attempt to set out 
and examine those geographical facts which are of direct importance 
in their influence on the development and organization of the British 
Empire. The first six chapters deal with general aspects of the Empire, 
and then follow eighteen regional chapters. In the latter division each 
of the larger areas is discussed first as regards its internal aspects and 
then a second chapter gives its external relations to the Empire and 
world at large. 

One interesting feature of the book is the arrangement of the Empire 
in two classes, an Inner zone, which lies in the earlier known world and 
includes mainly the British Isles and India, and a Marginal zone dis- 
posed at some considerable distance from the two former areas. This 
distribution is illustrated by one of several interesting maps on a novel 
projection—which may be termed the “Mollweide Equal Area Projec- 
tion with a Variable Centre.”’ If Britain be made the center of such a 
projection, then five-sixths of the Empire, including Canada, West 
Indies, South Africa, and Australia, are found to be marginal to the 
central half of the world. The author cleverly interprets the “strategy” 
of the Empire in terms of this distribution. 

A second interesting feature is Fawcett’s attempt to evaluate the 
“valuable lands” in the various regions. Thus Britain has three-fifths 
of the population but only one-fifteenth of the cultivable land. There 
are in his opinion some two million square miles of good cultivable land 
in the Dependencies which are chiefly in the Tropics. (Here he might 
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have mentioned the probable spread of “‘central cooling” as a feature in 
tropical settlement.) He discusses the development of airways and 
points out how important the Nile Delta is in this connection. 

In the section on Britain it is stated that London is more vulnerable 
to foreign attack than any other important capital. He believes that 
Europe will remain the chief center of white settlement because of its 
favorable climate and resources; therein differing from the reviewer, 
who forecasts a greater population in North America (Geog. Rev., 1922). 
The useful term “Englishry” as meaning “English-speaking peoples” 
is much used by the author, and might be more generally adopted. 

The trade and political relations of Canada with Britain and the 
United States are discussed in two chapters. Then follow similar sec- 
tions for Australia, Africa, and India. The author might perhaps have 
given more space to such problems as the “White Australia” policy, but 
in Africa he emphasizes the difficulties due to the preponderance of 
negro peoples. Throughout he urges that English be taught as the sec- 
ond language in all the countries where it is not the native speech. Ap- 
parently in Uganda as in Northern Australia the most striking effect 
of a tropical life on white settlers is the development of neurasthenia. 

The last chapter, on World Relations, contains some good discus- 
sion. The “age constitution”’ of civilized nations is changing so rapidly 
that wars may become less likely in the future, since “the old folks at 
home”’ will be less precipitate than the relatively young people of 
earlier centuries! The reviewer has only one or two adverse comments 
to make. The book seems a little formal in presentation, and a few cul- 
ture-maps dealing with race, religion, etc., might have added to the 
sixty illustrations. Finally, it is surprising that in the twenty-four 
chapters of a book dealing with relatively advanced geography the re- 
viewer noted only one reference to any other authority. 

GRIFFITH TAYLOR 
University of Chicago 


The American Farmer and the Export Market. By Austin A. DowELL 
and Oscar B. Jesness. University of Minnesota: University of 
Minnesota Press, 1934. Pp. 269. $2.00. 

Shall this nation continue to promote a program of national agricul- 
tural self-sufficiency, or shall our government direct its efforts toward a 
recapture of foreign outlets for the products of the soil? This is the 
main issue discussed by Mr. Dowell and Mr. Jesness in their recent 
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book, The American Farmer and the Export Market. Reduction of pro- 
duction to a level approaching domestic requirements is difficult. It in- 
volves drastic adjustments of a magnitude never before undertaken in 
this country. It has its price. Part payment must be made in the form 
of a lower national standard of living. The opening of satisfactory 
markets overseas is not an easy task. It has its price. Part payment 
must be made in the form of increased imports into this country. In 
the language of the day, “America must choose.” 

Among other things, the authors have answered in convincing man- 
ner, the stock argument that, since exports represent less than 1o per 
cent of our total production, industrial and agricultural—why bother 
about this small proportion? Why not concentrate attention upon the 
development of domestic demands which represent the other go per 
cent? This is a case in which generalities tend to smother significant 
details. For the eleven years 1920-30 inclusive, the area in crops in the 
United States averaged around 360,000,000 acres. Of this amount 39,- 
949,000 acres were required to produce the net exports of the 12 princi- 
pal crops. Another 9,511,000 were utilized in the production of pork 
and lard for export. To this is added 10,422,000 acres required to pro- 
duce feed for horses and mules used in growing crops for exports. Hence 
the land required in producing for exports amounted to 59,902,000 
acres, or 16.4 per cent of all land in crops. For the benefit of those who 
may be inclined to question the accuracy of some of these estimates, 
the method of analysis is fully explained. The importance of overseas 
markets to American agriculture is more readily apparent when one 
realizes that normally the products of one acre in six are sold abroad. 

In this connection it is interesting to note that the Agricultural Ad- 
justment Administration proposes to retire from cultivation from forty 
to fifty million acres in order to reduce the exportable surpluses. Nat- 
urally one asks: Would it not be better to sell more rather than grow 
less? The authors are not satisfied with the reply that foreign trade is 
gone and there is little or nothing to be done about it. Granting the 
foreign-trade route has its uncertainties, what are the alternatives? 
Without the foreign buyer, this country has from forty to sixty million 
too many crop acres. Will national action alone meet the situation? 

Population growth offers little hope. Immigration has practically 
ceased. Birth-rates are decreasing. Increased consumption does not 
point to a solution. In all probability the people of this nation as a 
whole will eat little if any more food in 1940 than they ate in 1930. The 
retiring of submarginal land from cultivation has been proposed as a 
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means of reducing surpluses. The main weakness of this suggestion is 


that commercial production does not originate on this type of land. 
Improvements in production technique will tend to increase the total 
national output of agriculture. Our agricultural imports are greater 
than our agricultural exports, but there is little prospect for relief 
from shifting production from export to import crops. Such items as 
coffee, tea, silk, and rubber do not do well on cotton, wheat, and to- 
bacco land. It is possible to raise our sugar supply, but the cost would 
come high, to say nothing of fostering sweat-shop labor practices on 
farms. The government might remove one-sixth of the farm popula- 
tion from the land. In all probability, neither the city nor the country 
people would be happy over such a move. 

One acre in every six now in crops might be taken out of production. 
This is the difficult and distressing task with which the government is 
now struggling. At best, it is a temporary expedient. National self- 
sufficiency offers no hope to the cotton, wheat, tobacco, and hog raiser. 
The authors doubt if it represents a sound national policy. With this 


viewpoint the reviewer heartily agrees. 
ASHER HoBson 


University of Wisconsin 


Thorstein Veblen: A Chapter in American Economic Thought. By 
RicHarD Victor TEGGART. Berkeley: University of California 
Press, 1932. Pp. viiit+-126. $1.75. 

In this country where Veblenism and institutional economics are 
interchangeable terms, a book on Thorstein Veblen, the alleged father 
of institutionalism, will be expected, no doubt, to explain the meaning 
of institutionalism and to show how the works of its adherents differ 
from traditional economics. Anyone who entertains such an expecta- 
tion will be disappointed after reading this volume. But the disappoint- 
ment will not be the author’s responsibility. Veblen did not found a 
school of economic thought in the sense in which Marx founded one. 
His work, unlike that of Marx, does not constitute a system of inte- 
grated ideas and principles. It is “discursive and lends itself to inter- 
pretations which vary with the predilections of the individual scholar.” 
Thus his unquestioned influence upon American economic thought, 
although discernible in the works of a large number of economists, 
manifests itself in different and even contradictory ways in different 
economists. Because of this any attempt at a comprehensive and sys- 
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tematic explanation of institutionalism and institutionalists would be 
a laborious undertaking, inconclusive and mainly negative in its find- 
ings. While the author does pay passing attention to institutionalism 
his treatment of the subject is incidental to the more sensible, it less 
ambitious, task of setting forth the ideas of Veblen in terms of his cul- 
tural heritage and from the standpoint of the industrial and agricul- 
tural environment of this country and its intellectual and social tra- 
ditions. 

Veblen, the author holds, came to the study of modern industrial- 
ism with an inbred skepticism, if not hostility. Born of Norwegian im- 
migrant parents in the late 1850’s and spending his formative years on 
a Minnesota farm he inherited not only the traditional distrust of the 
farmer for the city but also the far more deep-seated antagonism of the 
Norwegian country folk to the townsman. When in later years he took 
to the study of economics he was predisposed to judge economic ac- 
tivity from the standpoint of the conception of “good’’ which resulted 
from his early conditioning. Inclined to the view that “the ‘generically 
human’ task” is one of “producing things to meet the immediately 
urgent needs of maintaining life,” “good,” in Veblen’s mind, “was 
always equivalent to immediate usefulness.” On this basis he saw 
modern economic society as composed of two conflicting sets of in- 
stitutions, or social habits, the pecuniary or business and the produc- 
tive or technological, the former being disserviceable, and the latter 
serviceable to the ends of life. 

Viewing Veblen’s work in the broad perspective of the rapid trans- 
formation of this country from a rural agrarian economy into an urban 
industrial one, the author finds that its essentially reformist spirit was 
traditionally allied with the interventionist theory of social progress 
that arose after the Civil War. In contradistinction to the laissez- 
faire individualism of the naturalistic theory which held uncontested 
sway down to the Civil War, this theory called for increasing state 
interference in industrial activity as a means of promoting economic 
justice. In the realm of thought the influences to which Veblen was 
subjected were many and varied. As a student of philosophy his early 
studies were devoted to Kant and Hegel. But when he began his 
philosophical education “the search for a metaphysically ‘true’ philoso- 
phy of universal history was giving way to the quest for a working 
concept of human progress ‘in the here and now.’”’ This shift in the 
temper of American philosophy, inaugurated by William James’ popu- 
larization of the pragmatism of Charles S. Peirce, was completed in the 
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work of Veblen’s contemporary at the University of Chicago, John 
Dewey. Thus, while his mode of thinking was always colored by the 
rationalistic quality of German idealism rather than by British logical 
empiricism, Veblen, in common with Dewey, eschewed idealistic 
metaphysics and system-making. The other intellectual ingredients, 
that went into the making of his doctrines were: (1) the biological 
principles of Darwin which furnished him with the postulates of a 
theory of economic evolution constructed very largely in the framework 
of E. B. Tylor’s anthropology and which caused him to conceive “‘scien- 
tific” economics as being a theory of the cumulative growth and se- 
quence of institutions, and to adjudge classical economics as pre- 
scientific; (2) the instinct-habit psychology of James and McDougall 
which manifested itself in his criticisms of the rationalist theory of 
human behavior underlying classical economic assumptions and, also, 
in his psycho-genetic theory of industry and technological improve- 
ment; and (3) the socialistic theories of Karl Marx which the author 
holds to be the influence back of Veblen’s emphasis on “productive 
force” and his thinly veiled conception of economics as a science of 
labor value. 

On the whole this volume fills a decided gap in economic literature. 
But several of the author’s interpretations strike this reviewer as doubt- 
ful. Space will permit a criticism of only one, the comparison he makes 
between the ideas of Marx and Veblen. It is true, as the author main- 
tains, that both Veblen and Marx viewed the laws of capitalist society 
in terms of biology rather than of physics as had been done by the 
classical economists. But it is only in broad outline that their works 
can be held to be similar. Veblen, like Marx, viewed economic society 
from the standpoint of change and posited economic factors as the 
motivating forces of change. He did not subscribe, however, to Marx’s 
historical materialism as the author seems to think. The mechanics 
through which Veblen’s economic factors take their effect upon human 
consciousness and the course of history are the conflicting habits of 
occupational discipline rather than the dialectics of class struggle. If 
the author had seen this difference and had carried the analysis of it 
far enough he would have found a more satisfactory explanation of 
why Veblen’s dissent remained purely intellectual and Marx’s created 


a popular movement. 
ABRAM L. Harris 


Howard University 
Washington, D.C. 
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Die Weltwirtschaftskrisis von 1857-1859. By HANS ROSENBERG. (“‘Vier- 
teljahrschrift fiir Sozial- und Wirtschaftsgeschichte,” Beiheft 30. 
Edited by H. Avusin.) Stuttgart-Berlin: W. Kohlhammer, 1934. 
Pp. 210. RM. 9. 


Comparatively, the most valuable part of this study is the third 
chapter, which, in thirty-three pages, describes the outbreak and the 
course of the 1857 crisis. It is based partly on recent descriptive studies 
and partly on primary sources. The historian, as well as the economist, 
and especially the student of business cycles, will find this description, 
which to some extent is influenced by Schiiffle’s famous study on the 
German aspects of that crisis, most illuminating. Striking similarities 
to other major cyclical turns, especially to the one in 1929-32, are not 
pointed out by the author, but are made almost visible by his wording 
and his hints. 

The rest of the book is devoted partly (chaps. i and ii) to the back- 
grounds, economic, political, and social, of the boom which prevailed 
in the world after 1848, thanks to the expansion of international trade, 
railways, and gold production, to the modernization of economic pol- 
icies on the Continent, to the Crimean War, and to the opening-up of 
new areas, such as China. The last two chapters try to ana'yze the 
consequences of the crisis on what the author calls the Tendenzgestal- 
tung of the markets and on commercial policies. These are, however, 
misleading titles for mainly statistical descriptions of the commercial 
developments after the crisis. 

The author contends that the crisis of 1857-59 was the first interna- 
tional one covering the world’s economy as a whole. Probably it cov- 
ered a larger field than did the previous crises because a larger field had 
in the meantime been drawn into the international exchange of prod- 
ucts and productive factors. Theoretical analysis is the weakest aspect 
of the study; it need not have been mentioned by the reviewer if the 
author had not tried to imply “explanations” which, from the histori- 
an’s point of view, might as well have been omitted. On the other hand, 
shortcomings in the theoretical approach are responsible for neglecting 
certain phases of the cyclical course and overemphasizing others. As a 
matter of fact, the tendency of the author to “explain” things in terms 
of ultimate sociological causes and to interpolate “philosophical’’ con- 
siderations overburdens the book at the expense of the factual exposi- 
tion. Many aspects of the crisis of 1857-59 have been better and more 
closely analyzed by previous writers, such as Schiffle, Juglar, Byner, 
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and Jenks, each in his field. In addition, the readability of the study 
suffers by ponderous terminology and by extremely prolonged sen- 


tences—extreme even by German standards. 
MELCHIOR PALYI 


University of Chicago 


Methods in Sociology: A Critical Study. By CHARLES A. ELLWoop. 
Durham, N.C.: Duke University Press, 1933. Pp. xxxiv-+214. 
$1.50. 

In the domain of the social sciences, particularly sociology, econom- 
ics, psychology, anthropology, and educational research, the first third 
of the twentieth century has been marked by a great and steady growth 
of so-called objective, quantitative, experimental, and behavioristic 
methods, at the expense of those called subjective, introspective, specu- 
lative, and logico-analytical. The social sciences manifested a “‘pre- 
potent passion” to become the alter ego of the natural sciences; and, 
especially in the United States, began to imitate these by all means and 
at any cost. 

Let us review some of the results of this trend. The whole field of 
such phenomena, from intelligence quotients to indices of business, 
religiosity, and “happiness in marriage,” has been measured. The “be- 
havioristic approach and interpretation” has been used in psychology 
and education, sociology and economics, political science, history and 
anthropology. The “correlation-coefficient technique’”’ has been ap- 
plied to almost anything and everything. Social scientists have ar- 
dently competed for the right to have their researches termed “objec- 
tive,” “experimental,” “quantitative,” and “behavioristic.” A further 
consequence has been a belief in the possibility of ‘“‘scientifically fore- 
casting, planning, and controlling social phenomena.” 

The first wild rush now seems to be subsiding. We have a chance to 
take breath and see where we are headed. We thought we were taking 
enormous strides toward the kingdom of objective truth, but find that 
we are almost as far from it as ever before. When we take stock of what 
we have acquired through our objectivistic passion, we are somewhat 
disillusioned and disappointed. We believed that we were making new 
and most important discoveries; we find that we either have been 
painfully elaborating something well-known before or have been mak- 
ing just one blunder after another. In our initial intoxication we were 
confident that, with tables, diagrams, and pseudo-experimentation, we 
were building a real social science. The sober fact proves to be that a 
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considerable part of our labor was plain clerical work, which, at best, 
can be but material for science. To be sure, the whole movement was 
not wrong; part of it has proved fertile and creative indeed. But we are 
once more reminded of the truth formulated by the devil in one of 
Anatole France’s stories, namely, that “the truth is white,” a synthesis 
of all the colors in the spectrum. Objectivism is a necessary ingredient 
of truth, but only one ingredient. 

In Professor Ellwood’s book is gracefully and forcefully shown what 
the vulnerable points of this objectivism, or rather pseudo-objectiv- 
ism, are; where and how in its claim to be the whole truth it exceeds 
its own, very real, rights; where and why it becomes “‘scientifically un- 
lawful” and therefore a negative value instead of a positive one; its 
very rude misdeeds and errors and its sterility at the best. On the other 
hand are shown where the truth of the so-called “subjective” methods 
lies, or, more properly, why and how the rdéle of thought as such is 
indispensable to real scientific work and cannot be replaced by measure- 
ment, statistical analysis, or other modicums of pseudo-objectivism; 
for what reasons the writings of real thinkers remain more scientific 
than the many indices, coefficients, reflexes, stimuli reactions, and tests 
of the proselytes of pseudo-objectivism. 

Professor Ellwood did not succumb to the powerful fascination of 
objectivism. What he said at the very climax of its vogue is collected 
in this book; and, presented in systematic form, makes up a great part 
of the volume. In the excitement a few years ago little attention was 
paid to him or to others expressing similar unfashionable views except 
to call them “back numbers.” Now that, if the reviewer is not mistak- 
en, the honeymoon of pseudo-objectivism is over, these voices will per- 
haps be more generally heeded. 

In methodological questions Professor Ellwood’s position has been 
so near to that of the reviewer that there is no essential disagreement 
in their criticisms of pseudo-objectivism, although the reviewer is ready 
to go much farther in these than is Professor Ellwood. The epistemo- 
logical sources of the reviewer’s position, however, are essentially dif- 
ferent from the refined positivism, sprinkled with some elements of 
neo-Kantianism, of the author of this book. The result seems paradoxi- 
cal; the reviewer is inclined to view that part of the truth which objec- 
tivism brings as much more important and necessary in scientific study 
than Professor Ellwood considers it. 

This leads to another discrepancy between the positions of Professor 
Ellwood and the reviewer. Having gracefully exposed the exaggerated 
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claims of pseudo-objectivism, Professor Ellwood, in chapter ix and 
later chapters of his book, begins valiantly to build a bridge from the 
world as it is to the world as it ought to be. He pleads for the sociologi- 
cal basis of ethics and for the science of ethics; he builds a bridge from 
sociology to social work; to practical reform; to the reconstruction of 
society in the light of sociology and on the basis of sociological science; 
he extends sociology over the field of education and concludes with—a 
charming finale—a theory of social progress. Again this part of the 
book is written elegantly, and, especially for those whose creed is the 
same as Professor Ellwood’s, convincingly. The reviewer’s creed, 
however, is quite different from the author’s well-balanced philosophi- 
cal and socio-political ideology. Not only the theory of progress, but 
even that of evolution as formulated by the much more prosaic biolo- 
gists, seems to the reviewer rather like a “superannuated former beau- 
ty.”’ Still less does he believe in many of the assumptions and convic- 
tions which underlie and compose this part of Professor Ellwood’s 
book. He can, therefore, hardly subscribe to this part. 

All in all, the appearance of the book is very timely. It is recom- 
mended to the attention of scholars in the field of social sciences, and 
particularly to the “Junior League” of pseudo-behaviorists, reflexolo- 
gists, mental-testers, reliability-computers, fact-finders, makers of 
pseudo-experiments with pseudo-control groups, and generally to all 
the “computers” and “accountants” of the vast army of pseudo-objec- 


ive pseudo-scientists already discussed. 
one PURSES jue Pitrrm™ A. SOROKIN 


Harvard University 


How Mexicans Earn and Live. (Cost of Living Studies, V.) By Con- 
STANTINE PANunzIo. The Heller Committee for Research in Social 
Economics of the University of California. University of California 
Publications in Economics, XIII, No. 1. Berkeley: University of 
California Press, 1933. Pp. ix+114. $1.20. 

The Food of Twelve Families of the Professional Class. (Cost of Living 
Studies, III) By Mary Gorrince Luck Anp Syprt Wooprurr. 
Heller Committee, University of California Publications in Eco- 
nomics, V, No. 4. Berkeley: University of California Press, 1931. 
Pp. vi+ 247-293. $0.65. 

Apartment House Increases and Altitudes toward Home Ownership. 
By CoLEMAN Woopsury. Studies in Land Economics, Research 
Monograph No. 4. Ricnarp T. Ety, ed. Chicago: Institute for 
Economic Research, 1931. Pp. ix+74. $1.00. 
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The information on incomes and expenditures of one hundred Mexi- 
can families in San Diego was gathered in the summer of 1930, by the 
interview method. The group represents not strictly a wage-earning, 
but a low-income class, with every family having one or more children. 
The procedures of former Heller Committee studies are followed, with 
the addition of a computation of total annual expenditure per con- 
sumption unit. 

The thing which differentiates the expenditure of these predomi- 
nantly unskilled and semi-skilled Mexican laborers in San Diego from 
similar groups in their own country is “a much smaller relative ex- 
penditure for food by the San Diego Mexicans, and the expenditure of 
an appreciable proportion of their income for items which would not 
occur in a working-class family budget in Mexico”’ (p. 88). The con- 
clusion appears to be that low-paid Mexican immigrant workers, at 
least in a favorable environment such as San Diego, rather rapidly 
take on so-called “American” ways of living. The significance for a 
cheap labor supply and for problems of racial “assimilation” is ap- 
parent. 

The food study, based on sales slips or records of purchases kept by 
co-operating families for an average of five months in 1927, covers 
nine University of California faculty families, and three others—those 
of a dentist, an appraiser, and a retired school teacher. The majority 
of the households are childless. Though the sample is small, the group 
is homogeneous, and it is to be doubted whether multiplication of the 
number of cases within the group would have altered the results great- 
ly. The study is divided into two parts, under separate authorship, 
one on cost and choice of foods, the other on nutritive value of the 
diets. 

All the families of this group, despite the sedentary character of 
their occupations, spent more for food and purchased actually larger 
quantities than do representative working-class or farm families. 
The proportion of fruits and vegetables, particularly the leafy and 
citrus varieties, and dairy products, was high, whereas the quantities 
of cereals, bread, flour, potatoes, and meat were much less than cus- 
tomarily revealed by expenditure studies. This selection is gratifyingly 
in accord with modern dietary recommendations, and rates well in 
calcium and phosphorus. The Berkeley housewives, contrary to 
usual assumptions, used insignificant quantities of delicatessen pre- 
pared or canned foods. 
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If, however, the more expensive diet of the Berkeley families is 
compared in nutritive terms with working-class or standard budgets 
costing much less, it is found to exceed these only slightly and in some 
respects not at all, particularly when allowance is made for food wasted. 
Some of the individual Berkeley families, allowing 10 per cent for 
waste, fell under the standard of adequacy in as many as three out of a 
total of five factors; however, no members of the families were classi- 
fied as “‘under-nourished.” No direct relation was found between 
expenditure and quantity of food purchased nor between expenditure 
and nutritive values. 

As this diet represents the food selection of . group possessing 
above average financial means and educational advantages, it ‘“‘prob- 
ably represents the desired food consumption of the larger proportion 
of the United States. Herein lies its chief interest.”” An estimate of 
the changes in production which would be necessary to universalize 
such a diet would no doubt prove rather disconcerting to many agri- 
cultural interests of the country. If, however, we are to be subjected 
to a regimen of “planned economy” the reviewer would respectfully 
request the future dictator to peruse this study. 

The “cost of food” is defined to include “only .... materials 
bought for cooking at home” (p. 248). Meals eaten in restaurants 
(about one in six for the average family of the study) are excluded. 
No discussion is given to the problem of servants’ wages, the charge- 
ability of food for guests to “entertainment,” or the appropriate place 
to charge the aesthetic perquisites of a well-set table. 

The reviewer cannot accept as established Mrs. Luck’s assertion 
that, for these families: 

Any increase in the cost of meat, garden truck, fruit or dairy products 
would be materially felt. A change in the price of wheat, if without ramifi- 
cations in the price of other food products, would be important but less 
serious. On the other hand large changes in the cost of such items as potatoes, 
chickens and eggs, fish, or sugar, would in themselves have but little effect. 
That is to say, a failure in the potato crop or 100 per cent duty on sugar 
would affect these families chiefly by its reflection in the prices of other com- 
modities (pp. 264-65). 


Such studies are welcomed, however, as a beginning in providing data 
which might eventually throw more light on actual elasticities of de- 
mand. The details given as to quantity, kinds and average price paid 
per pound for meat purchased, and also as to subdivisions of other food 
purchases might prove useful to some enterprising statistician. 
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The apartment-house study, based on building permit data for 255 
American cities from 1921 to 1928, and 1,882 returned questionnaires 
from selected families in Chicago and vicinity, purports to break into 
some of its component elements the trend toward apartment-house 
living. Advocates of the quantitative method in the social sciences 
should revel in the bar diagrams, spot maps, tables and charts, and the 
imposing discussion of limitations of data. Most of the off-hand ready 
explanations for the phenomenon of greatly increased post-war con- 
struction of multi-family dwellings are found inadequate, and need 
for further factual data is emphasized. However, so far as the reviewer 
can find, the conclusions finally set forth differ from what would be 
reasonably expected only by carrying a ponderous mass of evidence in 


support. 
Autce C. HANSON 


U.S. Bureau of Labor Statistics 





International Economics. By R. F. Harrop. With an Introduction by 
JoHN MAYNARD Keynes. New York: Harcourt, Brace & Co., 1933. 
Pp. x+211. $1.25. 

This is one of the Cambridge Economic Handbooks, brought out 
under the editorship of Mr. Keynes. The presentation of international 
trade theory follows the Ricardian tradition, but the assumptions of 
the analysis are more clearly recognized, and the theoretical possibili- 
ties more carefully explored, than in the classical treatment of the sub- 
ject. The analysis of international price movements is based on the 
division of goods into three groups: A goods—staples capable of enter- 
ing into foreign trade; B goods—specialized products capable of enter- 
ing into foreign trade; and C goods—those incapable of entering into 
foreign trade. 

In the discussion of international monetary policy Mr. Harrod re- 
jects both the gold standard and a national managed currency in favor 
of “a reformed world system, without a gold par and without fixed ex- 
changes between countries, the rates being made to move in accordance 
with the principles of the system’”’ (p. 165). He recognizes the difficulty 
of stabilizing a price level made up of A, B, and C goods, and points out 
that A goods are likely to fall in price relative to other goods. Thus, a 
stabilization of the A price level would involve a rise in the general 
price level, whereas a fall in the A price level to allow for the increase 
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in world efficiency would be deflationary in those countries that lagged 
behind in efficiency. The proposed solution is that each country “‘de- 
cide on the basis of her own conditions whether she desired the A price 
level, expressed in her own currency, to remain stable or to fall” and 
then to “communicate to the international committee how much it 
wanted its A price level to fall” (p. 175). 

Granting its theoretical feasibility, the proposal is open to criticism 
in that apparently it ignores the background of the collapse of the in- 
ternational gold standard. The failure of governments to act intelli- 
gently on foreign debts, tariffs, and problems of internal price adjust- 
ment in a period of rapid technological change must surely bear part 
of the blame which has been laid at the door of gold. The logical order 
of procedure would be to handle successfully these problems before at- 
tacking the more difficult task of an international managed currency. 

The analysis is rigidly deductive, with almost no illustrative mate- 
rial to lighten the discussion. For this reason the book seems too intri- 
cate for the “general reader and uninitiated student,” for whom it is 
said to be intended. On the other hand, students of international eco- 
nomics will find here clear and discriminating analysis, and stimulating 
proposals, which hardly justify the author’s modest disclaimer to doc- 
trinal originality. 

FRANK WHITSON FETTER 
Haverford College 


Modern Hispanic America. Edited by A. Curtis Witcus. Washing- 
ton: George Washington University Press, 1933. Pp. x+630. $3.00. 
This volume inaugurates a series of publications to be offered by the 

Center of Inter-American Studies of George Washington University. 

It contains lectures delivered at the first of what is planned to be an 

annual Seminar Conference on Hispanic American Affairs. The thirty- 

three separate contributions are exceedingly miscellaneous in subject 
matter, ranging from Spanish administration in the Indies to such mod- 
ern topics as student movements, recent literary development, and the 
newest constitutional forms. Chapters of special interest to the econo- 
mist are: two on the economic prospects and possibilities of South 

America and Caribbean America, respectively, by Clarence F. Jones; 

“The Banana Industry in the Caribbean,” by Charles D. Kepner, Jr.; 

“Latin American Guano Diplomacy,” by Roy F. Nichols; and “The 

British Bondholder and the Roosevelt Corollary of the Monroe Doc- 














BOOK REVIEWS 849 


trine,” by J. Fred Rippy. Professor Rippy also contributes a chapter 
of suggestions for needed research on European relations with Hispanic 
America, and he allots more space to topics connected with invest- 


ments than to any other topics. 
EUGENE STALEY 


University of Chicago 


Union Tactics and Economic Change: A Case Study of Three Phila- 
delphia Textile Unions. By Giapys L. Patmer. Philadelphia: 
University of Pennsylvania Press, 1932. Pp. vii+228. $2.00. 

This study by Gladys L. Palmer is an excellent account of unionism 
in retreat in three branches of the Philadelphia textile industry. It 
starts out with a comprehensive analysis of the changing basic factors 
in the industry, such as technological improvement, and above all the 
flight of the industry from unionized Philadelphia to non-union dis- 
tricts. The heart of the study is a comparison of three kinds of union 
tactics: the carpet workers chose to adhere to a “win or die’”’ militancy 
and ended by losing their union; the upholstery weavers with a more 
decentralized organization than the carpet weavers likewise chose to 
fight it out on the old lines, but managed to survive and to make a new 
beginning with the aid of a policy enlightened by objective economic 
research; the leadership of the hosiery workers union has early grasped 
the importance of adjusting its tactics to industrial change ascertain- 
able through the methods of research, and has therefore been willing 
to offer unstinted co-operation to the union employer, expressing it- 
self in altered wage policy and in a mitigation of union rules. This 
study, well named by its author, could also be renamed “The Réle of 
Economic Research in Shaping Union Tactics.”’ 

The method pursued by Miss Palmer is utterly realistic. She drew 
heavily on personal accounts by rank-and-file workers and strikers and 
has reproduced some of them in the Appendix. The book is based on an 
exhaustive study of union records and of data secured by the method 
of interview. The author returns to an earlier contention in another 
connection that “craft and industrial unions not committed to a revo- 
lutionary philosophy differ in tactics and structure but not in goal.” 
To the reviewer this conclusion proves that the author has approached 


her task with a completely unbiased mind. 
S. PERLMAN 


University of Wisconsin 
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